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Acronyms
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Auto Teller Machine
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MSCs

Merchant Service Charges
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Savings and Credit Co-operatives
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Southern African Development Community

SAECH

Swaziland Automated Electronic Clearing House

SCP

Structure Conduct Performance paradigm

SIRESS

SADC Integrated Regional Electronic Settlement System

SMMEs

Small Medium and Micro Enterprises

SSNIP

Small but Significant Non-transitory Increase in Price

SWIPSS

Swaziland Interbank Payment & Settlement System
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EXECUTIVE SUMMARY

The purpose of the banking market inquiry was to analyse the state of competition in the
banking industry, following public concerns through the media about the impact of prices of
banking services on their welfare. For example, consumers described bank charges as
„exorbitant‟1 and unfair in that they reduce balances even in inactive accounts. Banks also
charge to reactivate dormant accounts2. Also, the CBE registered its concerns on bank
charges that remained on the higher side compared to other Common Monetary Area (CMA)
member states. The market inquiry followed the Structure Conduct Performance (SCP)
paradigm which shows that each of the three parameters have some effects on each other.
The inquiry was executed on the basis of Section 11 (2) (f)3 of the Competition Act of 2007.

The objectives of the inquiry were to identify: (i) the relationship (if any) between the
structure of the market, the conduct of the incumbent firms and their performance; and (ii)
competition concerns based on the direct and indirect effects of the market structure,
performance and the conduct of banks.
The findings are summarised below:

Conclusion

SCC Concern

Recommendations

Structure of the retail banking market
Concern Recommendation -

Conclusion 1

The Commission established None.

None.

that the retail banking market in
the Kingdom of Eswatini is
oligopolistic with five players.
The market inquiry analysis
has taken into account issues
of the size of the population
(approximately half a million
bankable

people)

and

the

stability of the industry.
It

1

2

3

can

be

concluded

that

Hlatswayo, N. (2010, June 3). South African Banks agree to lower fees. Times of Swaziland, Retrieved from
http://www.times.co.sz/index.php?news=15727&vote=5&aid=15727&Vote=Vote Access on 24th February 2014 at 09H00
Dlamini, N. (2014, June 4). Personal Banking is not Worth it Anymore. Times of Swaziland

The Commission shall undertake studies and make available to the public reports regarding the operation of
the Act.
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potential entry is possible in
this industry as the Farmers
Bank has recently entered the
market.

Conclusion 2

Competition Concern -

(a) The Commission found that Despite

that

banks‟ officials meet twice a Chairperson

clearances

and

settlements Committee is always a participants should not deviate

Swaziland

Electronic

of

the from

the

purposes

of

the

Automated Central Bank, it is the view discussions. Participants should

Clearing

(SAECH).

the Commission that the discussions

Management should be held electronically and

amongst themselves through representative
the

the In this regard it is the view of the

of

day for the purpose of making SAECH

Recommendation -

This

House of the Commission that not collude or discuss matters
is

in these

meetings

are

a that will result in the elimination

accordance with SAECH rules fertile ground for collusion of competition and thus harming
and regulations stipulated in as

participants

may competition.

Section 13.4, relating to the discuss matters that do
exchange of instruments. The not pertain to the agenda
inquiry also found that the of these meetings. These
SAECH

Management meetings

Committee

consist

of

provide

a opportunity

for

an
other

representative from the Central business to be discussed
Bank.

outside the main meeting.
It

is

possible

participants

for

from

the
the

different banks to discuss
matters that contravene
the Act and hence harm
competition.

(b) Secondly, the inquiry found The
that

Eswatini

Central

Bank The Commission recommends

Bankers submitted that the officers that

all

issues

Association (EBA) meet once attending the meetings are compliance
monthly

to

discuss matters watchful during the EBA‟s requirements

relating to the banking industry. meetings,

however

the industry

related

and
in

to

prudential
the

banking

should

be

It has been submitted that Commission is concerned communicated directly to the
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these meetings are general in that these meetings like Central Bank of Eswatini whose
nature and they are intended to the

meeting

held

for mandate

is

to

regulate

ensure continued compliance clearing purposes create industry.
by the banks with regulatory fertile ground for collusion.
and prudential requirements, Nothing
especially

to

would

prevent

protect officials from exchanging

consumers, reduce the risk of sensitive work information
bank crises, improve efficiency that

may

compromise

and resilience of the financial competition

amongst

system.

Other

common

interest

issues
to

of them.

banks Whereas

it

may

be

include settlement issues, anti- understandable that bank
money

laundering

issues, officials meet to discuss

deliberations on fraud cyber- settlement

issues,

crime, and ATM bombings, Commission
amongst others.

finds

the
it

difficult to understand why
banks are not able to deal
with

risk

factors

as

individual institutions. The
issues of ATM bombings,
and cybercrime can be
dealt with by each bank,
the

meetings

are

not

necessary

Performance of retail banks
Conclusion 3

Concern -

Recommendation -

The Commission found that None.

None.

indicators such as interest rate
spread and liquidity ratios show
that there is minimal activity in
the market for credit facilities.
This is evidenced by the risk
adverse behaviour of banks
when issuing loans, however it

7
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should be noted that such
buffers

are

an

integral

component of risk management
practices in banks to safeguard
unforeseen

liquidity

shock.

However, the fact that banks
occasionally find themselves
sitting

with

excess

liquidity

cash which is then invested
strategically to optimize returns
is an indication that the banking
sector

is

not

competitive

enough as that money would
be otherwise issued out as
loans.
Conclusion 4

General concern -

The inquiry found that bank The
charges
when

are

relatively

compared

Common

to

Monetary

Commission

Lesotho
income

in

Namibia

(the
was

is It is the view of the Commission

high concerned that despite the that the CBE should review bank
other introduction

of

Central charges to ensure that banks do

Area Bank of Eswatini Legal not charge excessive fees that

(CMA) member countries – Notice
specifically

Recommendation

No.62

of

2016, have in relation gare not related

and bank charges are still high to the cost of providing the

non-interest when compared to the services.
approximately other CMA member states

10% and 7%, respectively). such as Lesotho, Namibia
These findings are in line with and South Africa.

The

the findings of the recent study Commission is concerned
on Limited-Scope Comparative about the high charges
study of basic banking fees and because

there

is

no

service which was conducted justification for such to
by

the

Central

Bank.

The happen in the country and

findings of the study revealed considering that salaries
that the bank charges in the and the cost of living in the
country are higher than those country are lower than in
of other CMA member states.

South Africa.
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Conduct of retail banks
Conclusion 5
The

inquiry

General concern found

that

a The

Recommendation -

Commission

number of people are still not concerned

that

is The Commission recommends
some that the Central Bank should

aware of the fees and/or the banks are not effectively ensure that banks comply with
features of the products offered communicating

charges Practice 1 of the Central Bank of

by the banks in the country. For and fees to customers. Eswatini Guidelines on Banking
example, 40% of customers Statements do not provide Practice and Central Bank of
indicated

that

they

acquire information

on

charges Eswatini Legal Notice No.62 of

information when they open per transaction. The lack 2016. Commercial banks should
their accounts. This is despite of information about fees provide complete and detailed
the fact that Practice 1 of the and
Central

Bank

of

charges

restricts information (prices on all their

Eswatini consumers

from services

Guidelines on Banking Practice comparing

prices

and

products)

in

and banking halls. Banks are also

and Central Bank of Eswatini choosing the most suitable encouraged

to

Legal Notice No.62 of 2016 bank, and it contravenes platforms

use

to

other

disseminate

requires that customers should Practice 1 of the Central information to consumers e.g
be

provided

statements

with

which

detailed Bank
entail

of

all Guidelines

Eswatini internet,
on

newspapers,

Banking television, etc. Banks should

charges for each transaction. In Practice and Central Bank further

communicate

addition, the inquiry established of Eswatini Legal Notice deduction
that

some

customers

radio,

open No.62 of 2016.

of

all

the

fees

and

charges (detailed statements per

accounts with specific banks

transaction to customers) via

recommended by friends or

their

relatives,

(SMS) and other communication

or

because

their

employer uses that bank.

short

systems.

In

message

system

addition,

should

communicate

manner

that

is

banks
in

simple

understandable to

a
and

consumers

rather than using accounting and
banking jargon especially when
issuing statements.
Conclusion 6

General concerns -

The inquiry found that in terms None
of

overdrafts

and

Recommendation None

personal

loans, banks often require that
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customers

should

transactional

have

account

a

before

they can be offered the credit
facility that they need. This is
meant to ensure that banks
maintain a track record of the
customer

and

ensure

that

customers honour their loan
obligations.
Conclusion 7

Competition Concern -

The inquiry found that banks The
automatically

provide

protection

Commission

credit concerned

insurance

for banks

that

might

Recommendation is The Commission recommends

some that banks should comply with
not

be the Consumer Credit Act of

different credit facilities, instead complying with Section 44 2016.Customers
of

affording

customers

opportunity

to

insurer

choice.

of

choose
This

should

have

an of the Customer Credit Act the option to choose a credit
an of

2016.

The

survey protection insurer from a list of

is results of this inquiry show approved

insurers.

The

despite the fact that Section 44 that more than 50% of the Commission
of the Consumer Credit Act of interviewed
2016 proscribes this conduct. were

not

individuals recommends that the Financial
given

the Services

Commercial banks on the other opportunity to choose their (FSRA)
hand submitted that they afford own

further

insurance

Regulatory Authority
should

enforce

the

credit customer credit Act and the

customers an opportunity to providers.

consumers should be taught

select

insurance

about the right to choose an

provider of choice, therefore

insurer of credit received from a

they allege they comply with

bank.

the Consumer Credit Act of

recommends

2016.

application form should have a

a

credit

section

The

Commission
that

where

the

the

loan

customer

indicates that they have been
advised of the rights to choose
their

own

credit

protection

insurance, this is to ensure that
banks

give

customers

the

opportunity to choose their own
loan insurers.
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PART I: INTRODUCTION
Importance of the Banking Sector
1.1.

In the Kingdom of Eswatini, the banking sector plays a very vital role in providing
financial services to businesses that in turn provide goods and services to the
public, create jobs, as well as contribute towards the country‟s gross domestic
product (GDP). According to the CBE, the contribution of domestic banks to the real
GDP has been about 3% since 2008 and the average year-on-year growth rate has
been volatile, averaging 2.4% between 2009 and 2012. Banks also contribute to
employment in the country; in 2013 the total number of bank employees was 1441
people.

Rationale of the market inquiry
1.2.

The market inquiry is a result of the prioritisation of the banking sector by the
Eswatini Competition Commission. It has its legal basis in Section 11 (2) (f) of the
Competition Act, 2007 (hereinafter referred to as the “Competition Act”). It was
initiated at a time when the public showed concern mainly via media about the
impact of prices of banking services on their welfare. Consumers, for example,
described bank charges as „exorbitant‟4 and unfair in that they reduce balances
even in inactive accounts. Banks also charge to reactivate dormant accounts5. Also,
the CBE registered its concerns on bank charges that remained on the higher side
compared to other Common Monetary Area (CMA) member states.

1.3.

With such issues on the background, there arose two immediate questions. The first
is whether the firms‟ pricing decisions (conduct) reflected lack of competition
between the firms? The second was whether the pricing and non-pricing decisions
relating to products were harmful to customers (consumers and businesses)? The
Commission was cognisant of the fact that a narrow assessment focusing on pricing
and other product related decisions that ignores the interaction of all supply-side and
demand-side issues would not provide useful findings to stakeholders. Therefore,
the inquiry serves as the best means of identifying pertinent factors influencing
competitiveness in the retail banking market on one hand, and establishing the
relationship between the level of competitiveness and the observed pricing and nonpricing decisions of domestic banks on the other hand.

4

Hlatswayo, N. (2010, June 3). South African Banks agree to lower fees. Times of Swaziland, Retrieved from
http://www.times.co.sz/index.php?news=15727&vote=5&aid=15727&Vote=Vote Access on 24th February 2014 at 09H00
5
Dlamini, N. (2014, June 4). Personal Banking is not Worth it Anymore. Times of Swaziland
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1.4.

In 2014, the Board of Commissioners approved that the Commission should
undertake a Retail Banking Market Inquiry. The decision was taken based on the
findings of the prioritization report, public concerns over bank charges and
anomalies which were outside the jurisdiction of the CBE but remained crucial to be
explored. The main aim of this market inquiry is to establish if there are competition
concerns that are associated with the allegations stated above. Despite that there
are on-going debates on interchange fees in research, specifically international
cases on VISA and MasterCard cases of 20076 and 20107, this market inquiry does
not explore such issues. The Commission might pursue that in another inquiry.
Therefore, to achieve this, the market inquiry examines the market structure, the
conduct of the banks, performance, and the state of competition in the industry.
According to the Structure Conduct Performance (SCP) paradigm as much as the
conduct of firms in a market can be influenced by its structure and performance, the
conduct itself can be influenced by the structure and the performance of the market
/ industry. The specific objectives are to identify:

(i)

the relationship (if any) between the structure of the market, the conduct of the
incumbent firms and their performance; and

(ii)

competition concerns based on the direct and indirect effects of the market
structure, performance and the conduct of banks.

Methodology
1.5.

The structure-conduct-performance (SCP) framework is utilized to evaluate
competition in banking. This framework is premised on the assumption that
measurements of market structure and concentration can provide reliable
inferences regarding the extent of competition or conduct in an industry. Therefore,
the level of competition detects the price that consumers pay for banking services,
which in turn reflects the level of profits and performance. The SCP framework
asserts that that higher concentration may result to higher prices, which in turn lead
to higher profits. This approach supported by authors such as Berger and Hannan
(1989), Hannan (1992), Neumark and Sharpe (1992), Okeahalam (1998), and
Prager and Hannan (1998).

6
7

VISA Europe and VISA International v Commission, Case T-461/07
COMP/34.579 MasterCard
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1.6.

The inquiry also used the results of a survey which was conducted by the
Commission in 2016. The sample size of the survey included 2595 individuals and
559 SMMEs in the four regions of the country. Secondary data was sourced for
different sources including the CBE, print media, government and international
publications.

Format of the report
1.7.

The rest of this report is structured as follows:
PART II:

Regulation of the banking Sector in the Kingdom of Eswatini

PART III:

Market Definition;

PART IV:

Market Structure;

PART V:

Performance and Competition in Retail Banking;

PART VI:

Conduct and Competition in Retail Banking; and

PART VII:

Overall Conclusions and Recommendation

13
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PART II: REGULATION OF THE BANKING INDUSTRY IN THE KINGDOM OF ESWATINI

2.1.

In the Kingdom of Eswatini, the banking industry is regulated through the following
legislations: (i) the Financial Institution Act (FIA) of 2005, Building Societies Act of
1962 and Consumer Credit Act of 2016; (ii) the Money Laundering and Financing of
Terrorism Act of 2011; and (iii) the National Clearing and Settlement Systems Act of
2011. These legislations are expected to assist the CBE and FSRA to adhere to its
mandate of achieving and maintaining financial stability; maintaining an efficient
financial system; and maintaining an efficient National Payments System. The
Consumer Credit Act of 2016, seek to regulate consumer credit, protect consumer
credit rights and other incidental matters.

2.2.

The licensing of a financial institution is covered by Section 6 of the FIA, 2005. The
CBE has responsibility of maintaining a sound banking system and supervising all
financial institutions licensed under the FIA, 2005. The CBE has the power to
ensure that financial institutions are adequately capitalized and properly managed,
and that they satisfy appropriate reserves and liquidity requirements.

Financial Institutions Act of 2005 and the Building Societies Act of 1962
2.3.

The FIA of 2005 and the Building Societies Act of 1962 provide for the regulations
and control of banks from the time they enter the industry until their exit. These two
acts are similar; however, the Building Society‟s Act is less stringent than the FIA.

Requirements by the Central Bank for Entrants
2.4.

A bank to fully operate in the Kingdom of Eswatini should adhere to Section 6 of the
Financial Institution Act of 2005:
(i)

evidence, in the case of a foreign financial institution, that it is subject to
comprehensive supervision or regulation on a consolidated basis by the
appropriate authorities in its home country;

(ii)

applicant shall, when submitting the application pay to the CBE an investigation
fee to be prescribed by the CBE by notice in the gazette. Currently the amount
is five thousand emalangeni only (E5000.00);

(iii) a bank is required by statute to maintain a level of capital relative to the size
and nature of the bank's assets. The CBE requires each bank to maintain a
minimum capital ratio (capital fund as a proportion of risk weighted assets) in
14
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relation to credit risk of eight per cent (8%), but may require higher levels if it
deems this to be justified. Banks must have initial capital of no less than fifteen
million emalangeni only (E15 000 000.00). It should be noted that the CBE may,
on its discretion, require a larger sum of capital than the amount stipulated in
the legislation;
(iv) new bank must be able to meet the minimum capital requirement of eight
percent (8%) of the risk weighted assets as established by the Basle Committee
on Banking Supervision standards in Banking Supervision;
(v)

a minimum rate of liquid assets to total borrowing of 25%. Liquid assets mainly
comprise notes and coins, certain inter-bank deposits, net balances held with
the Central Bank and certain government securities; and

(vi) minimum ratio of liquid assets to local liabilities of 15% for commercial banks
and 10% for Eswatini Bank.

The application Process:
2.5.

2.6.

There are two levels of the application process(i)

First, the new applicants need to fill up an application form; and

(ii)

Second the evaluation process by the CBE the bank supervision unit.

The detailed application process is outlined as follows(i)

New bank applicants are required by statute to completely fill up the application
form without leaving any blank spaces;

(ii)

After the application has been completely filled it should be submitted to the
principal officer for endorsement;

(iii) Each application is carefully considered on its merits taking into account the
likely impact of any new financial institution on the existing domestic financial
sector and its potential contribution to the Kingdom of Eswatini's development;
(iv) The CBE must be satisfied as to the financial integrity and history of the
applicant, the character and experience of management, the capital adequacy
of the venture, the benefits to the community and the effect on existing banks;
(v)

When an application is not approved, the management shall be informed in
writing. Where an application is satisfactory, CBE will provide preliminary
approval to the management containing conditions and procedural requirements
that the management must be fulfilled before final approval for the bank to open
for business.

15
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The National Clearing and Settlement Systems Act, 2011
2.7.

The objectives of the National Clearing and Settlement Systems Act of 2011
includes to give the CBE the power to clear payments instruction between financial
institutions that are participating in the country‟s banking system. The Act further
gives the CBE the power to request information regarding the volumes and values
of transfers instructions cleared, payment obligation settlement, and any other
information regarding the operation system. Additionally, the Act prohibits any
person or entity operating or participating in an unrecognized system, and further
prohibits against unrecognized systems.

Money Laundering and Financing of Terrorism Act 2011
2.8.

The Act prohibits money laundering and suppresses or prevents the financing of
terrorism; it further establishes a Financial Intelligence Unit. The Money Laundering
and Financing of Terrorism Act of 2011 was enacted to prohibit the banking of
money obtained through illegal or criminal activities.

2.9.

The Act sets forth a number of offences relating to money laundering and financing
of terrorism. These offences include(i)

the transfer of property knowing or having reason to believe that the property is
derived directly or indirectly from the acts or omissions of money laundering or
terrorism;

(ii)

to acquire, possess or use property, knowing or having reason to believe that it
is derived directly or indirectly from money laundering or terrorism; and

(iii) to provide or collect funds with the intention that they should be used to carry
out an act of terrorism.

2.10.

The Act requires the following(i)

all accountable institutions to ascertain the identity of a customer or beneficiary
owner on the basis of any official identifying document and shall verify the
identity of the customer on the basis of reliable and independent source of
documents; and

(ii)

all accountable institutions should pay special attention to any complex, unusual
or large transactions, or any unusual patterns of transactions that have no
apparent or visible economic or lawful purpose.

16
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PART III: MARKET DEFINITION

Relevant Market

Introduction
3.1.

Settled case-law shows that the definition of the relevant market, a process that
relies on economic analysis, is of essential significance in the assessment of
competition. The relevant market is defined both from the standpoint of the product
and the geographic market point of view as determined in United Brands8. It
comprises all of the products that consumers consider as highly interchangeable
based on the products‟ characteristics (see United Brands9), products‟ price (see
France Telecom10) and their intended use (see Hoffman11). However the product
characteristics by themselves are not sufficient to delineate the market, the
competitive conditions and the structure of supply and demand on the market must
also be taken into consideration (see Michelin12).

3.2.

Economic analysis plays an important role in the definition of the relevant
geographic market as well. It is well established in law, for example, in British
Airways13, that the relevant geographic market comprises the territory in which all
traders operate in the same or sufficiently homogenous conditions of competition in
so far as concerns specifically the relevant products or services, without it being
necessary for those conditions to be perfectly homogenous. The following two
sections present the relevant product and relevant geographic markets although
emphasis is on the products that are of major concern to retail banking customers.

Relevant Product Market

3.3.

The products or services of interest in this inquiry are retail banking services
provided by financial institutions licensed under the FIA of 2005 to conduct the
banking business. The Act defines the banking business as –
“the business of receiving funds from the public through the acceptance of
money, deposits of money payable upon demand or after a fixed period or

8

United Brands v Commission Case 27/76 [1978] ECR 207, para 10.
United Brands v Commission Case 27/76 [1978] ECR 207, para 31.
10
France Telecom SA v Commission, Case T-340/03 [2007] ECR II, para 81.
11
Hoffmann-La Roche & Co v Commission Case 85/76 [1979] ECR 461, para 80.
12
Nederlandsche Banden Industrie Michelin v Commission, Case 322/81 [1983] ECR 3461, para 37.
13
British Airways v Commission, Case T-219/99 [2003] ECR II-5917, para 108.
9
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after notice or any similar operation through the periodic sale or placement of
bonds, certificates, notes or other securities and the use of such funds either
in whole or in part for loans, advances, investment or any other operation
authorised by law or customary banking practice, for the account and at the
risk of the person doing such business”.

3.4.

According to Heffernan (2005)14, retail banking services are predominantly
generated from intra-bank operations and offered to personal banking customers or
individuals and Small, Medium and Micro Enterprises (SMMEs) in the domestic
market. Wholesale banking, in contrast, offers the abovementioned categories of
services to large corporations and government (Heffernan, 2005)15. Under the
intermediation services, banks offer products known as deposits accounts and
related services (loans are part of related services). Banks also provide liquidity
services by catering for the changing liquidity needs of its borrowers and depositors.
These are critical functions in an economic system and banks perform them
efficiently compared to individuals for the following reasons: (1) banks face less
information costs compared to individual lenders who may wish to directly negotiate
arrangements with others; and (2) the liquidity preferences of borrowers differ so
banks can offer a liquidity service at a lower costs than what borrowers and lenders
would incur if they attempted to meet their liquidity demands through direct
negotiation (Heffernan, 2005). In addition, banks offer payment services and these
are a product of the intermediary and liquidity functions. Other retail products
offered by banks are foreign exchange, safety deposit boxes for valuable and
irreplaceable items, insurance and investment products.

3.5.

The value of deposits indicates the liability of the bank while loans constitute the
largest asset. Banks‟ services are provided within brick and mortar structures
(branches) although technology has increased their distribution outside the
traditional structures. The description of each service category covers how they are
organised, distributed to customers and priced.

Products
(i) Deposit Facilities
3.6.

Deposit accounts play a crucial role in the intermediation function of banks. Deposit
accounts comprise three types of products which are: transactional accounts;

14
15

Heffernan, S. (2005) Modern Banking. John Wiley & Sons, Ltd. West Sussex, England.
Heffernan, S. (2005) Modern Banking. John Wiley & Sons, Ltd. West Sussex, England.
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savings accounts and term-deposit accounts. According to the banks, a savings
account enables customers to set aside funds for an indefinite period while earning,
interest. On the other hand, a term deposit account enables a customer to set funds
aside for a definite period and earn interest. A savings account attracts interest that
is lower than that earned on a term deposit. Some banks accept termed deposits as
collateral when lending to their customers. The minimum investment period is three
months for some banks and six months for others and funds are cashed upon
maturity. However, customers who wish to access the funds before maturity are
generally not prohibited from doing so although they forfeit the interest and incur
penalties or fees. Therefore, banks have to maintain reasonable liquid assets that
will meet their short term liabilities. Table 3.1 below shows the deposit accounts
offered by the different banks in the Kingdom of Eswatini.

Table 3.1: Deposit Facilities Offered by Banks
Banking firm name
Bank A

Bank B

Transactional account

Savings account

Term deposit
Accounts

Transact plus

Call

Fixed deposit

Personal current

Premium +plus call

Bonus investment

Business current

Pure save

Unit trusts

Smart Account

Contract save/ Sibekelo

UNISWA Student

Super Save

Sicalo Transmission

Future Save

Platinum cheque

Imbansela Savings

Consumer Cheque

Umlondvoloti Savings

Commercial Cheque
Bank C

Student ned transactor

-

Ordinary Savings
Umlamuli account

Insika

-

Litsala

Bank D

Sipatji
Bank E

Fixed deposit
-

Cheque
Sivuno
Ngeyakho Ned
Siphephelo

-

-

-

Fixed deposit
Term deposit
Fixed deposit
-

Lukhotse

-

Swazi save

-

Call

-

Likusasa

-

Siyakhula
Gold

Fixed period shares

Special Savings

Permanent shares

Ordinary savings account
-

Fixed deposit

-

-

Source: Banks’ Responses to the Commission’s Initial Questionnaire
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(ii) Credit Facilities
3.7.

Credit plays an important role in an economy, as it induces investments and
consumption which leads to an improvement of gross domestic product (GDP)
growth in a country.

Commercial banks play an intermediary role between

depositors and borrowers by providing credit to individuals and the private sector.

3.8.

The credit products offered by banks include loans, advances, trade finance and
others which may be used at the point of sale terminals, for example, credit cards.
These products are accessed by customers who satisfy a bank‟s criteria. Some
customers do not have access to any of these products due to poor credit rating
and/or low income levels. Table 3.2 shows that other than the condition regarding
the amount that can be borrowed, the other two factors distinguishing each product
are the repayment period and the presence or absence of demand for collateral.
Credit issued only on the basis of the borrower‟s creditworthiness without any form
of security or collateral is termed „unsecured‟ whereas credit supported by some
form of collateral is referred to as „secured‟.

Table 3.2: Credit Facilities offered by banks
Bank

Customer
type

Individuals

Bank A

Businesses/
SMEs

Credit solution
description
Vehicle and asset finance

Security
-

Credit card

-

-

Overdraft

-

-

Revolving line of credit

-

-

Fixed term loan

12 to 24 months

Ordinary home loan

Up to 25 years

Secured

Urban home loan

-

Up to 25 years

Secured

Rural Home loan

-

-

Vehicle and asset finance

-

-

Overdraft (OD)

-

-

Bus. working capital loan
Bus. revolving Credit

-

-

Business term loan

-

-

Agribusiness funds

Individuals

Repayment
period
-

Med to long term

-

Invoice Discounting

-

-

Trader Loans

-

-

Home Loan

Up to 20 years

Secured

Building Bond
Re-advance
Personal Loans

Up to 20 years
Up to 60 months

Secured
Un-secured

Asset Based Finance

From 5 to 20 years

Secured

Property Finance

From 5 to 20 years

Secured
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Bank B

Credit Solutions:

Businesses/
SMEs

Individuals

Bank C

Businesses/
SMEs

Bank D

Bank E

Individuals
Business

Silver credit card

Short term

Un-secured

Gold credit card

Short term

Un-secured

Travel lodge credit card

Short term

Un- secured

Office plus credit card

Short term

Un- secured

Buying Lodge credit card

Shbort term

Un- secured

Buying credit card

Short term

Un- secured

Petrol card

Short term

Un- secured

Home loan

Up to 20 years

Secured

Educational Loan(LEAP)

Short term (12 M)

Un-secured

Micro loan

Up to 36 months

Un-secured

Personal Loan

Up to 36 months

Secured

Premier Loan

24 to 36 months

Secured

Vehicle finance

36 to 60 months

secured

OD, overnights &
guarantees
Term Loans

Short term

Un-secured

Short term

Un-secured

Revolving credit

Long term

Secured

Trade finance:

-

-

Pre-export financing

-

-

Post- import financing

-

-

Discounting of Bills

-

-

Property finance

-

-

SME business loan
Housing loans
Auto Easy – Car loans
Personal loans
Agribusiness
SMME loans
Home plan loan
Home loan
Personal Loan

Long term
Medium term
Short term
Med to long term
Short to long term
Long term
-

Secured
Secured
Non-secured
-

Mortgage

Long term

Secured

Source: Banks’ Responses to the Commission’s Initial Questionnaire and Websites

(iii) Payment Services
3.9.

Banks offer payment services which give their customers the option of making
cashless transactions. Customers can make payments through –
(i)

paper based instruments such as cheques; and

(ii)

electronic systems through cell-phones and computers as well as through
point of sale terminals and ATMs which are accessed through credit and
debit cards16.

16

Debit cards can also be used to withdraw cash from ATMs.
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3.10.

Payments can be initiated by the payer (credit transfers) or by the payee with a
preauthorisation from the payer (direct debits). As a result the payments initiated by
the payer and those initiated by the payee can be classified as credit and debit
payments respectively.

3.11.

It is worth noting that payment transactions by a bank customer can result in a
transaction whereby the payee is with the same bank in which case the transaction
is known as an “on-us transaction” and it can also result in a transaction whereby
the payee is with another bank; a transaction know as an “off-us transaction”. As a
result of these payment transactions at the end of each and every day banks owe
each other different sums of money such that a need to make settlements arises. In
the Kingdom of Eswatini, this is made possible by the different payments and
settlement systems which are monitored and regulated by the National Payments
and Settlement Systems (NPSS) division of the CBE. As at the end of the year
2013, the National Payment System in the Kingdom of Eswatini comprised of the
Swaziland Interbank Payment & Settlement System (SWIPSS) operated by the
CBE, internationally referred to as the “Real Time Gross Settlement System”
(RTGS), the cheque and electronic funds transfer clearing system operated by the
Swaziland Automated Electronic Clearing House (SAECH), the SADC Integrated
Regional Electronic Settlement System (SIRESS)17 and BANKSERVE South Africa
(for payment cards).

3.12.

The inquiry found that the Swaziland Automated Electronic House (SAECH) located
at Standard Bank Matsapha is used weekly for net settlements18 related to arranged
credit and debit transfers as well as cheques. The SAECH clearing system is
designed to ensure that items drawn on a bank and presented at another are
cleared so that the appropriate accounts credited are paid or debited to the
respective banks. Instead of bank officials moving from bank to bank with claims
and counter claims on behalf of customers; the system was designed to enable
bank officials from different banks to meet under one roof and exchange items, with
payments being made electronically on a net settlement basis through the banks‟
reserve accounts with the Central Bank of Eswatini. After SAECH has come up with
the net settlement figures of banks, this information is then passed on to the
Swaziland Interbank Payment and Settlement System (SWIPSS)19 for the

17

18
19

CBE. (2014). 2013/2014 Annual Report. Retrieved from www.centralbank.org.sz/publications/annual/2013-14.pdf

Swaziland Automated Electronic House, 2011. Rules and Regulations
Ibid
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processing of payments. Worth noting is that this is a standard practice globally,
especially with developing and emerging economies, including Uganda, Lesotho,
and India, amongst others.

3.13.

According to the banks‟ submissions, banks‟ officials meet twice a day for the
purposes of making clearances and settlements amongst themselves through the
SAECH. This is in accordance with Section 13.4 of the SAECH rules and
regulations in relation to the exchange of instruments. The banks also revealed that
the SAECH Management Committee consists of a representative from the Central
Bank, who is the Chairperson of the SAECH Management Committee. The SAECH
Management Committee is also in charge of the overall responsibility for the
promotion; achievement of the objectives of the SAECH by administering the
activities of the clearing and also recommending changes to the rules and
regulations of the SAECH to the Governing Body through the Eswatini Bankers‟
Technical Committee. The SAECH Management Committee comprises of Heads of
Operations for the different banks, and they meet bimonthly.

3.14.

Even though it may be argued that these meetings may be necessary for the proper
functioning of the clearing system. It is the view of the Commission that such
meetings are a fertile ground for collusion as participants may discuss matters that
do not pertain to the agenda of these meetings. The Commission‟s view is these
meetings provide an opportunity for other business to be discussed outside the
main meeting. It is possible for the participants from the different banks to discuss
matters that contravene the Act and hence harm competition. Despite the
submissions by the banks that Chairperson of the SAECH Management Committee
is always a representative of the Central Bank, the Commission still believes that
these meetings are a fertile ground for collusion.

Pricing
3.15.

There are two pricing systems used by banks in Kingdom of Eswatini, namely the
pay-as-you transact and the fixed (bundled). These systems apply for both deposit
facilities and credit facilities. The price of deposit facilities is determined by taking
into consideration the following: cash withdrawals; bank statements and balance
inquiries; stop-orders and special clearance. Credit facilities pricing factors include
interest (discount rate, prime rate plus a mark-up), establishment fees,
management or administration fees, loan statement fees, re-advance fees,
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valuation fees, early loan settlement fees and missed payment fees, amongst
others. This is further discussed under the Conduct Section.

Substitutability
3.16.

An important question that arises in the assessment of the relevant product is
whether the products offered by non-bank credit institutions compete with retail
banking services? The non-bank credit institutions are savings and credit cooperatives (SACCOs), micro-lenders and asset managers. In answering this
question, there needs to be careful assessment of the services offered by the nonbank credit institutions and consumer behaviour. Some of the bankable population
switches to SACCOs partially to access credit that they would not be eligible to
access from a bank commonly due to poor credit rating. Credit offered by non-bank
financial institutions such as SACCOs is usually dependent on the amount of the
individual‟s savings although the credit could outweigh the actual savings. Within
this population, the portion consisting of employed individuals switches partially
because transactional accounts and payment services are only provided by banks.
SACCOs also attract a proportion of the un-banked population which is either not
eligible for a bank loan or cannot maintain a bank loan.

3.17.

The Commission observed that these institutions do not provide an effective
competitive constraint to banks. Therefore, retail banking services offered by banks
constitute a unique product market.

3.18.

The non-bank financial institutions are in different markets compared to commercial
banks.

Demand Substitutability
3.19.

The products that are supplied by SACCOs, micro-lenders and asset managers are
not substitutes for retail banking products. As such there is no demand
substitutability.

Supply Substitutability
3.20.

Since it would take time for the SACCOs, micro-lenders and asset managers to
enter the market in the event of a SNNIP, we therefore conclude that there is no
supply substitutability.
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Relevant Geographic Market
3.21.

The relevant geographic market is nationwide. The banks have expanded to the
four regions of the country.

Relevant Market
3.22.

Therefore, the relevant market is the provision of retail banking products and services

in Kingdom of Eswatini.
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PART IV: MARKET STRUCTURE

Number of players
4.1. The inquiry has found that there are five financial institutions that offer retail banking
services to consumers, namely: Standard Bank; First National Bank; Nedbank;
Eswatini Development and Savings Bank (Eswatini Bank); and the Swaziland
Building Society. Worth noting is that in 2018 the Central Bank of Eswatini granted
the Farmers Bank a banking license. Therefore, the structure of the retail banking
market in the Kingdom of Eswatini is oligopolistic.

Table 4.1: Profiles for the different banking institutions in the country20
Standard Bank

FNB

Nedbank

Eswatini

SBS

Bank
Year

of

April 1997

April 1995

1997

August 1965

1962

Standard Bank Group

FirstRand

Nedbank group

Eswatini

Investors

establis
hment
Ownership
in

Ltd (65%)

Group

Ltd (65%)

Governm

who

terms

Swaki group

South

S.D Gov.t

ent

invest

of

(25%)

Africa

(22%)

(100%)

in

issued

S.D Gov.t (10%)

(100%)

General

perma

public (13%)

nent

shares

shares
Number of

10

13

10

10

11

branch
es

Source: Banks’ Annual Reports (2016)

4.2.

Over the period 2009/10 to 2014/15 the banks had stable market shares with
Standard Bank having the highest market shares followed by FNB, Nedbank,
Eswatini Bank and the SBS respectively. This is shown in Table 4.2 below.

20

Over the years, there have been applications from potential investors to establish banks in the Kingdom of
Eswatini, however, they do not demonstrate business acumen.
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Table 4.2: Estimated market shares in terms of assets
Year

Standard Bank

FNB

Nedbank

2010

30.97%

22.29%

2011

33.82%

2012
2013
2014
2015

21

SBS

20.93%

Eswatini
bank
14.88%

19.93%

21.59%

14.22%

10.44%

34.12%

19.75%

20.89%

14.06%

11.17%

35.43%

20.97%

20.16%

13.02%

10.43%

28.55%

25.50%

23.54%

12.07%

10.34%

30.61%

24.99%

22.75%

11.21%

10.44%

10.93%

Source: Published Annual Financial Statements
4.3.

The market shares for Standard Bank declined from 30.97% in 2010 to 28.55% in
2015. While the market shares for FNB increased to 25.5% in 2015 from 22.29% in
2010. Nedbank‟s market shares fluctuated from 20.93% in 2010 to 22.75% in 2015,
after reaching a high of 23.54% in 2014. Eswatini Banks‟ market shares decreased
from 14.88% in 2010 to 11.21% in 2015. SBS experienced an insignificant change
declining from 10.93% in 2010 to 10.44% in 2015.

Level of Concentration
4.4.

The commonly used methods for measuring the level of concentration in a market
are the concentration ratio and the Herfindahl Hirschman Index (HHI). The
concentration ratio is the sum of a specified number of leading firms, for example,
the concentration ratio of the leading two firms is commonly written as C2. The
concentration ratio, however, is not a very useful proxy for the effectiveness of
competition in an industry for two reasons. First, it does not take into account the
relative sizes of the leading firms such that it can hide the presence of a market
leader or fierce competition between firms that have more or less the same market
share. Second, it ignores both the total number of firms in the market and the
market shares of smaller firms yet in some markets the smaller firms may have the
potential to expand capacity in response to a price increase by leading firms in the
market, thereby providing a more important competitive constrain than the potential
for entry (Bishop and Walker, 2010) 22.

21
22

The assets of FNB were estimated for the year 2015 and as a results the Market Shares for this year are all estimates
Bishop, S. and Walker, M. (2010). The Economics of EC Competition Law: Concepts, Application and Measurement.
University Edition, Sweet and Maxwell, London
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4.5.

In this inquiry the Herfindahl-Hirschman Index (HHI) is used to measure the level of
market concentration. The HHI is accepted in a lot of jurisdictions, including the
USA, and EU, as a measure of market concentration.

4.6.

Different jurisdictions use different levels of HHI as a basis for a competitive market.
In the USA, an HHI of less than 1,500 is considered to be a competitive market
place, while an HHI of 1,500 to 2,500 to be a moderately concentrated market
place, and an HHI of 2,500 or greater to be a highly concentrated marketplace.

4.7.

It is calculated by squaring the market share of each firm competing in the market,
and then summing the resulting numbers, as shown in the formula below. The HHI
can range from close to zero to 10,000. The higher the market concentration the
closer the market is to being a monopoly, and the lower the market concentration
the more competitive the market. For example if the industry has only one (1)
player, which means it a monopoly, the HHI for that industry would be 10,000. If
there were hundreds of firms competing in same market, each having nearly 0%
market share, and the HHI would be close to zero, indicating nearly perfect
competition.

∑

4.8.

Over the years the country‟s HHI has been gradually increasing. It rose from
2,234.92 in 2010 to 2,318.39 in 2011. It then decreased to 2,313.54 in 2012 before
increasing further to 2,379.30 in 2013. In 2014 the HHI decreased to 2,272.04, in
2015 it increased to 2,313.61. During the period under review the banking sector in
the Kingdom of Eswatini maintained an average HHI of 2,304. In jurisdictions such
as the USA, the banking sector would be considered moderately concentrated as it
is between the 1,500 and 2,500 threshold for moderately concentrated.

4.9.

Figure 4.1 shows the HHI in the period 2010 to 2015 and that concentration
increased during this period with the most significant changes occurring in 2011 and
2013.
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Figure 4.1: The Herfindahl-Hirschman Index for the banking sector
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Source: Banks’ Annual Reports

4.10.

From Figure 4.1 it is shown that over the years the HH Index has been consistently
above 2000, which in other jurisdictions is considered as an indication of a highly
concentrated market. Whilst the HHI is considered as a credible approach to
calculate the level of concentration, the Commission considered a number of factors
when analysing the results of the HHI for the Kingdom of Eswatini23. The market
inquiry analysis has taken into account issues of the size of the population which
approximately half a million bankable people and the fact that In the Kingdom of
Eswatini has not yet developed its own thresholds for assessing / analysing
concentration based on the HHI. As such it cannot be easy to conclude on
concentration based on only the high levels of the HHI. The Commission is of the
view that as a result of nature of demand and supply processes in the retail banking
market coupled with customer inertia dynamics, it would be cumbersome for a new
entrant to be sustainable in this market24. In line with this the Central Bank has
declined applications in the previous two decades from prospective clients due to
fears that they would fail.

Cost Structure
4.11.

The inquiry established that banks must have an initial capital of no less than fifteen
million emalangeni (E15,000,000.00). It should be noted that the CBE may, on its

23

24

The Kingdom of Eswatini is a small and developing economy which has not developed its own threshold of HHI, such as the
size of the economy and the level of development.
The Kingdom of Eswatini has a less than half the population bankable
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discretion, require a larger sum of capital than the amount stipulated in the
legislation.

4.12.

A bank is required by statute to maintain a level of capital relative to the size and
nature of the bank's assets. In line with the Basel Accord, the CBE requires each
bank to maintain a minimum capital ratio (capital fund as a proportion of risk
weighted assets) in relation to credit risk of 8%, but may require higher levels if it
deems this to be justified.

4.13.

Banks are also required to have a minimum rate of liquid assets to total borrowing
of 25%. Liquid assets are referred to as cash and cash equivalents, which mainly
comprise of notes and coins, certain inter-bank deposits, net balances held with the
CBE and certain government securities. A minimum ratio of liquid assets to local
liabilities of 15% for commercial banks and 10% for Eswatini Bank.

4.14.

Banks are also faced with high operational costs, which include cost of salaries,
printing, information dissemination, and renting of branch premises, amongst
others.

Barriers to entry and exit

4.15.

There are no significant barriers to entry in this market save for that a new entrant
should have considered problems of customer inertia together with the selling
strategies of banks in the country. Customer inertia is a big problem in the retail
banking industry as customers of banks do not easily switch between banks. A new
entrant would have to consider this and decide if it would be willing to spend huge
resources in marketing itself in order to attract customers. The problem of customer
inertia can be exacerbated by the inherent cross-selling behaviour of banks which
lessens customer‟s willingness to switch banks. It can however also be as a result
of customer / brand loyalty.

Countervailing Buyer Power

4.16.

The customers in the retail banking market are mainly individuals and small,
medium and micro enterprises (SMMEs). These customers are very small such that
they cannot influence the pricing decisions of banks. The Commission further noted
that the lack of countervailing buyer power can also be as a result of the lack of
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understanding of the market by customers such that they do not even bother to
negotiate prices with the banks. The Commission concludes that overall there is no
countervailing buyer power in the retail banking market.

Conclusions, concerns and recommendations
4.17.

The Structure Conduct Performance paradigm suggests that the structure of a
market influences the conduct of incumbent firms and as a result its performance. In
some cases the structure can be as a result of the performance of incumbent firms,
for an example: (1) inefficient firms can exit the market leading to fewer firms
remaining behind; and (2) high profits can attract new firms to enter the market
leading to more firms in the market.

4.18.

Having reviewed the structure of the retail banking market in the Kingdom of
Eswatini the Commission made the following conclusions, concerns and
recommendations:

Table 4.3: Conclusions, concerns and recommendations
Conclusion

SCC Concern

Recommendations

Structure of the retail banking market
Concern Recommendation -

Conclusion 1

The Commission established None.

None.

that the retail banking market in
the Kingdom of Eswatini is
oligopolistic with five players.
The market inquiry analysis
has taken into account issues
of the size of the population
(approximately half a million
bankable
stability

people)
of

the

and

the

industry.

Farmers Bank has recently
entered the market.
.
Conclusion 2

Competition Concern -

(a) The Commission found that

Despite

that

banks‟ officials meet twice a Chairperson
day for the purposes of making SAECH

of

Recommendation -

the In this regard it is the view of the
the Commission that these meetings

Management should be held electronically and
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clearances

and

settlements Committee is always a players should not deviate from

amongst themselves through representative
the

SAECH.

This

is

of

the the purposes of such meetings.

in Central Bank, it is the view Players should not collude or

accordance with SAECH rules of the Commission that discuss matters that will result in
and regulations stipulated in these

meetings

are

a the elimination of competition

Section 13.4, relating to the fertile ground for collusion and thus harming competition.
exchange of instruments. The as

participants

may

inquiry also found that the discuss matters that do
SAECH
Committee

Management not pertain to the agenda
consist

of

a of these meetings. These

representative from the Central meetings
Bank.

provide

opportunity

for

an
other

business to be discussed
outside the main meeting.
It

is

possible

participants

for

from

the
the

different banks to discuss
matters that contravene
the Act and hence harm
competition.

The

Central

Bank The Commission recommends

submitted that the officers that

(b)Furthermore,

the

all

issues

attending the meetings are compliance

and

watchful during the EBA‟s requirements

in

inquiry meetings,

however

the industry

related

to

prudential
the

banking

should

be

found that Eswatini Bankers Commission is concerned communicated directly to the
Association (EBA) meets once that these meetings like Central Bank of Eswatini whose
monthly where they discuss the

meeting

held

for mandate

issues related to the banking clearing purposes create industry.
industry. It has been submitted fertile ground for collusion.
that these meetings are usually Nothing
general in nature and they are

would

prevent

officials from exchanging

intended to ensure continued sensitive work information
compliance by the banks with that
regulatory

and

may

compromise

prudential competition

amongst
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requirements,

especially

to them.

protect consumers, reduce the Whereas

it

may

be

risk of bank crises, improve understandable that bank
efficiency and resilience of the officials meet to discuss
financial system. Other issues settlement

issues,

the

of common interest to banks Commission it is difficult to
include settlement issues, anti- understand why banks are
money

laundering

issues, not able to deal with risk

deliberations on fraud cyber- factors

as

individual

crime, and ATM bombings, institutions. The issues of
amongst others.

ATM

bombings,

and

cybercrime can be dealt
with by each bank, the
meetings

are

necessary.
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PART V: PERFORMANCE AND COMPETITION IN RETAIL BANKING

Introduction

5.1.

Banks‟ performance is influenced by a number of factors which can be grouped into
two categories. The first category is known as internal or bank-specific factors
which are related to conduct. The second category is referred to as external factors
and these include the inflation rate, economic growth, change in real interest rate,
unemployment rate (Ifeacho and Ngalawa, 201425; Kamau and Were, 2013)26 and
financial liberalisation (Kumbarai and Webb, 201027; Miller and Noulas, 1997 in
Kosmidou and Zopounidis, 2008). Internal factors include technical efficiencies and
scale economies. These tend to be analysed together with factors such as market
shares and concentration (Kamau and Were, 2013).

5.2.

In the Structure Conduct Performance Paradigm, performance mainly refers to the
profitability of incumbent firms in the market or industry. Performance is related to
both the structure and the conduct of firms in a market. With regards to the
Structure, the Commission notes that on one hand where there are a few firms in a
market with high entry barriers incumbent firms will perform well in terms of their
profitability. In this case the structure influences the performance of incumbent firms
via their conduct which can be anti-competitive. On the other hand, in some
industries the performance of incumbent firms can influence the structure of the
market / industry in that non-efficient firms may find themselves losing customers to
efficient firms. With regards to conduct, it is expected that firms which engage in
anti-competitive behaviour will perform better than others. As such, assessing the
performance of incumbent firms is an effort towards understanding the main factors
associated with performance, and how it relates to competition. This section
assesses the performance of the different banks in the

Kingdom of Eswatini with

the aim of making conclusions on how it is related to the structure and the conduct
of participants in the industry.

25

Ifeacho C. &Ngalawa H (2014). Performance of the South African Banking Sector since 1994.The journal of applied business
research, 30(4), 1183- 1196.
26
Kamau, A. and Were, M. (2013). What drives banking sector performance in Kenya? Global Business and Economics
Research Journal, 2(4), 45-59.
27
Kumbarai M. & Webb R (2010). A financial ratio analysis of commercial bank performance in South Africa. African review of
Economics and Finance, 2(1), 30- 53
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5.3.

Performance can be measured either through the accounting approach or
econometric approach (Kumbarai and Webb, 2010:36). The accounting approach is
based on the computation of financial ratios whereas the econometric approach is
based on the use of statistical models to establish the nature of the relationship
between financial variables. Samad (2004) in Kumbarai and Webb (2010: 31) states
that the accounting approach is effective in distinguishing high performing banks
from others while compensating for disparities and controls for any size effect on the
financial variables being studied. Furthermore according to Kumbarai and Webb,
financial ratios enable the researcher to identify unique bank strengths and
weaknesses which inform the bank‟s profitability, liquidity and credit quality. Both the
accounting and economic approaches are used in this inquiry.

5.4.

Therefore, for the purposes of this market inquiry the relevant indicators calculated
are earnings/profitability, net interest margin, capital adequacy, asset quality,
interest rate spread, returns on assets, returns on equity, management efficiency
and liquidity.

Earning/Profitability

Earnings

5.5.

Earnings or profits show financial performance in absolute terms and are measured
by deducting total expenses from total income. A positive difference indicates profits
while a negative one indicates losses. Table 5.1 indicates the net profit and
percentage change for each of the banks in the period 2009 to 2013. The limitation
of using profit as a measure of financial performance is that it does not say anything
about the efficiency of the banks in generating those profits. Therefore, the
alternative is to examine profitability using accounting ratios.

5.6.

During the period under review all the banks realised profits which ranged from E5.6
million to E108.5 million. The only bank that experienced the least growth in profits is
SBS, which recorded negative growth in profits for 3 years out of the 6 years
covered in this inquiry. FNB did not experience any decreases in profits during the
period under investigation, as indicated Table 5.1 below.
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Table 5.1: Banks' profits and change in profits for the years 2009 to 2013 (E’000)
Year

Standard Bank
Net
profit

∆ in profit

2009

FNB

Nedbank

Eswatini Bank

SBS

Net
profit
E62,287

∆ in profit

Net
profit
E49,107

∆ in profit

Net
profit
E5,654

∆ in profit

Net
profit
E46,566

∆ in
profit

72,679

16.7%

E59,397

21.0%

E27,056

378.5%

E42,196

-9.4%

2010

E64,738

2011

E64,415

-0.5%

E81,959

12.8%

E66,043

11.2%

E39,720

46.8%

E41,531

-1.6%

2012

E92,517

43.6%

E100,839

23.0%

E88,804

34.5%

E38,605

-2.8%

E44,796

7.9%

2013

E81,807

-11.6%

E106,567

5.7%

E76,145

-14.3%

E31,680

-17.9%

E41,630

-7.1%

2014

E121,518

48.5%

E138,063

29.6%

E96,930

27.3%

E29,021

-8.4%

E48,137

15.6%

2015

E134,422

10.6%

E93,732

-32.1%

E115,204

18.9%

E27,689

-4.6%

E51,367

6.7%

Source: Published Annual Financial Statements

Profitability

Net Interest Margin
5.7.

It is important to examine the net interest margin (NIM) which measures profitability
of banks‟ investing and lending activities over a time period before measuring
different components of profitability. The NIM is the ratio of net interest income to
total interest earning assets as indicated below. It is not a measure of overall
profitability because it excludes non-interest income such as charges and
commission. It reflects each bank‟s unique profile, that is, the nature of its activities,
composition of its customer base and its funding strategies.

(

5.8.

)

Table 5.2 shows the NIM for the banks from 2010 to 2013; none of the banks had
less than 4% and Swaziland Building Society recorded the highest throughout this
period. The NIM could be explained by the fact that the banks are predominantly
dealing in traditional lending and deposit businesses, that is, loans make up the
bulk of their interest-earning assets. The loans comprise loans to consumer
including mortgages and these have higher interest rates compared to investment
securities and other short-term investments. The interest-earning assets are mostly
funded with deposits rather than higher-cost borrowed funds.
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5.9.

It is worth noting though that the NIM was generally decreasing although at a low
rate for some of the banks during this period. Despite the fact that the NIM was
decreasing, it still remained positive and above 4%. As such, it is concluded that
banks recorded positive net interest margins.

Table 5.2: Banks' net interest margins and interest rate spread

Year

2010
2011
2012
2013
2014
2015

Standard Bank

FNB

NIM

NIM

4.69%
4.61%
4.61%
5.27%
6.10%

Interest
rate
spre
ad

7.58%
7.61%
6.61%
8.38%
8.73%

5.43%
4.87%
5.60%
5.02%
4.90%
4.90%

Interest
rat
e
spr
ead
7.33%
6.54%
7.49%
6.82%
7.13%
6.34%

Nedbank

Eswatini Bank

SBS

NIM

NIM

NIM

5.29%
4.96%
4.67%
4.42%
4.63%
4.79%

Interest
rat
e
spr
ead
5.52%
5.80%
5.18%
4.94%
5.33%
6.26%

5.35%
4.04%
4.44%
3.69%
2.31%
2.50%

Interest
rat
e
spr
ead
5.03%
4.54%
7.40%
7.26%
5.53%
6.28%

7.87%
7.32%
6.95%
6.34%
6.51%
6.42%

Interest
rat
e
spr
ead
5.98%
6.57%
6.93%
6.20%
6.15%
7.79%

Source: Own Computation

Interest Rate Spread

5.10.

Table 5.2 further presents the interest rate spread (IRS) which is the difference
between the loan rate and the deposit rate. However, it is not easy to accurately
measure the difference between the contractual rates charged on loans and the
rates paid on deposits since there are different types of loans and deposits offered
by each bank and these differ in volume and sometimes on the basis of customer‟s
characteristics. The alternative which has been applied in the present case is to
calculate the difference between the average rate charged on loans (i.e. total
interest income received on loans divided by advances by the average stock of
loans and advances) and the average rate paid on deposits (i.e. total interest
expense divided by the average stock of total deposits). This formula is presented
below.

{

}
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5.11.

The IRS for four of the banks as shown in Table 5.2 is wide and higher than the
NIM during the five-year period. The Swaziland Building Society is the only bank
that recorded an IRS which is lower than the NIM during this period. A high spread
can be an indication of the banks‟ exposure to consumer lending which carries
higher rates as previously mentioned. It can also indicate that despite the
disproportionately low deposit rates compared to low rates, all of the banks have a
high deposit base which could be attributed to the confidence of the public in each
of the banks and/or lack of alternatives or lack of knowledge about alternatives. In
other African countries, researchers found that a high IRS was caused by some
degree of monopoly power, high reserve requirements, high discount rate, high
inflation (Chirwa and Mlachila, 2004)28 and in some cases poor quality of loans
(Ramful, 2001)29. Some of the macroeconomic indicators alluded to above are
presented in Appendix 1.

5.12.

As indicated in Table 5.2, during the period under review the average IRS has been
a minimum of 5.4%, and a maximum of 7.3%. As such banks have been paying
lower deposits rates as compared to the loan interest rates that they charge.

5.13.

The Commission found that indicators such as interest rate spread and liquidity
ratios depicts that there is minimal activity in the market for credit facilities. This is
evidenced by the risk adverse behaviour of banks when issuing loans. Although
according to the banks such buffers are an integral component of risk management
practices in banks to safeguard unforeseen liquidity shock. The Commission is
concerned by the fact that banks occasionally find themselves sitting with excess
liquidity cash which is then invested with strategic counterparties to optimize returns
is an indication that the banking sector is not competitive enough as that money
would be otherwise issued out as loans.

28

29

Chirwa, E. and Mlachila, M. (2004). Financial reforms and Interest Rate Spreads in the Commercial Banking System in
Malawi,” IMF Staff Papers, Vol. 51, 96-122.
Ramful, P. (2001). The Determinants of Interest Rate Spread: Empirical Evidence on the Mauritian Banking Sector. Central
Bank of Mauritius.
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Figure 5.1: Interest Rate Spread for CMA countries
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5.14.

In the Kingdom of Eswatini, banks charge high interest rates on loans, while paying
low interest on deposit. This indicates that banks in the Kingdom of Eswatini neither
compete for deposits, nor do they compete for loans. The Kingdom of Eswatini‟s
IRS remained above 6% between 2004 and 2015, and it was the second highest
interest rate spread amongst the CMA. Lesotho has maintained an IRS above 7%,
the highest amongst the CMA countries. Namibia and South Africa maintained an
IRS below 5% and 4%, respectively. Figure 5.1 below provides a trend analysis of
the interest rate spread from 2004 to 2015 for the CMA countries. Furthermore, the
inquiry found that bank charges are still relatively high when compared to other
CMA member countries (refer to Appendix 1, Figure A1)– specifically to Namibia
and Lesotho (approximately 10% and 7%, respectively).

5.15.

The inquiry found that bank charges were relatively high when compared to other
CMA member countries – specifically to Namibia and Lesotho (the non-interest
income was approximately 10% and 7%, respectively). These findings are in line
with the findings of the recent study on Limited-Scope Comparative study of basic
banking fees and service which was conducted by the Central Bank. The findings of
the study revealed that the bank charges in Eswatini were higher than those in
Lesotho, Namibia and South Africa for basic products and services. The
Commission is concerned that despite the introduction of Central Bank of Eswatini
Legal Notice No.62 of 2016, bank charges are still high, when compared to the
other CMA member states (Lesotho, Namibia and South Africa). The Commission
is concerned about the high charges because there is no justification for such to
happen in the country and considering that salaries and the cost of living in the
country are lower than in South Africa.
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Return on Assets

5.16.

The return-on-assets (ROA) shows banks‟ operating efficiency in turning its assets
into profit prior to the effects of financing. It is the ratio of a firm‟s earnings before
interest and taxes (i.e. the sum of net income and interest expenses) adjusted for
taxes to its total assets as indicated below.

5.17.

Table 5.3 below shows the ROA for all banks over a period of 5 years. The ROA for
each bank when viewed in basis points fluctuated during the period and shows that
banks were highly profitable despite the financial obligations imposed by
regulations, for example capital adequacy, reserve and liquidity requirements. The
ROA in this market is impressive in view of the fact that banks are highly leveraged.
But the ROA is not a measure of Comparison between the banks should be done
with caution because there are operational differences between the banks.

5.18.

As indicated in Table 5.3 below, all the banks in the Kingdom of Eswatini managed
to record ROA that was between 3% and 6.9%, during the period under
investigation. This is an indication that banks have been recording significant
returns on assets. An important point to make is that since banks are highly
leveraged even a relatively low ROA of 1-2% may represent substantial revenues
and profits for a bank.

Table 5.3: Return on assets
Year

Standard
Bank

FNB

2009

Nedbank
5.8%

4.7%

Eswatini
Bank
5.9%

SBS
6.9%

2010

4.7%

4.6%

4.6%

5.0%

4.8%

2011

3.3%

5.0%

4.4%

5.6%

4.0%

2012

4.3%

5.0%

5.4%

5.1%

3.9%

2013

3.4%

4.3%

4.1%

4.4%

3.5%

2014

4.6%

4.4%

4.1%

5.1%

3.6%

2015

3.9%

4.8%

4.7%

4.0%

3.5%

Source: Banks’ Annual Reports
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Return on Equity

5.19.

The Return on Equity (ROE) indicates how effectively a bank generates profit from
the equity invested by shareholders. The formula below is used to compute the
ROE. equity.

5.20.

Table 5.4 shows that the foreign commercial banks had a significantly high ROE in
each of the years in the period 2009 to 2013; they returned higher profits to
investors compared to Eswatini Bank and Swaziland Building Society. Standard
Bank‟s ROE was ahead of its competitors each year from 2010, settling at 28% in
2013 from a peak of 32.4% in the previous year.

5.21.

During the period under review, the only banks that recorded ROE that was in
single digits was SBS and Eswatini Bank. During the period under investigation,
Standard bank and FNB recorded ROE rates that were above 24% and 21%,
respectively. Nedbank, on the other hand, recorded a ROE that ranged between
19% and 26.5%. This indicates that banks in the Kingdom of Eswatini are profitable.

Table 5.4: Return on equity
Year

FNB

Nedbank

2009

Standard
Bank
-

SBS

23.0%

Eswatini
Bank
1.9%

24.5%

2010

24.3%

23.7%

23.4%

8.4%

7.1%

2011

24.4%

22.5%

22.8%

10.3%

6.3%

2012

32.4%

21.7%

26.5%

8.9%

6.2%

2013

28.0%

22.9%

19.0%

6.7%

5.3%

2014

36.5%

26.2%

20.4%

5.5%

5.6%

2015

35.1%

23.6%

20.2%

5.0%

5.4%

9.5%

Source: Annual Reports

Capital Adequacy

5.22.

Banks are required to maintain capital adequacy in terms of Section 19 and 20 of
the FIA. The ratio is used to protect depositors and promote the stability and
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efficiency of the financial system. The following formula is used to calculate the
ratio.

5.23.

The two types of capital measured are:
(i)

Tier 1 capital which consists of the most reliable and liquid capital. It can absorb
losses without a bank being required to cease trading; and

(ii)

Tier 2 capital which consists of undisclosed reserves, revaluation reserves of
fixed assets and long-term holdings of equity securities, general provisions or
general loan-loss reserves; hybrid debt capital instruments and subordinated
debt. It can absorb losses in the event of winding-up and as such provides a
lesser degree of protection to investors.

5.24.

Banks are required to keep the ratio of tier 1 capital to total risk weighted assets
and total capital to total risk weighted assets at or above 4% and 8%, respectively.

5.25.

The Central Bank reports suggest that banks comply with this requirement. This
implies that compliance to regulation measures also plays a significant role in
ensuring the stability of the banking sector in the Kingdom of Eswatini. There has
not been a bank failure since the collapse of the Bank of Credit and Commerce
International (BCCI) and its subsidiary the Banque Internationale pour I‟Afrique del
I‟Quest (BIAQ) in 1991.

Asset quality

5.26.

The core business of banks involves offering credit to customers, and as such loans
are a major part of the total assets of banks and carry the greatest amount of risk to
their capital. As a result, the efficiency of a bank is also measured by the quality of
its banking assets and therefore its level of exposure to credit risk. The two ratios
used to measure asset quality are: (1) ratio of non-performing loans to total assets;
and (2) ratio of non-performing loans to gross loans. A non-performing loan is either
in default or close to being in default. A high ratio of non-performing loans is not
desirable as it indicates that a bank may be engaging in very risky lending; as such
banks set thresholds for themselves that they intend not to exceed.
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5.27.

Table 5.4 shows that overall three of the commercial banks (i.e. Standard Bank,
FNB and Nedbank) had the lowest ratio of non-performing loans to gross loans
compared to Eswatini Bank and Swaziland Building Society. In analysing these
ratios it may in some instances be necessary to consider the liquidity levels too
because a low ratio may not indicate sound credit risk management but that the
bank does not issue the amount of loans that it could.
[Information Removed – Confidential]

5.28.

Table 5.5: Ratio of non-performing loans to gross loans
[Information Removed – Confidential]
Source: Banks’ Annual Reports

5.29.

Between 2004 and 2015 the

Kingdom of Eswatini had an average of 9% non-

performing loans to gross loans ratio. This was the highest amongst the CMA
countries. Lesotho had an average of 3% non-performing loans to gross loans
making it the lowest non-performing loans to gross loans in the CMA. South African
had an average of 3.5% non-performing loans to gross loans, while Namibia had an
average of 2%, as indicated in Figure 5.2 below. The high ratio of non-performing
loans to gross loans in the Kingdom of Eswatini maybe a contributing factor to the
banks‟ risk averse behaviour.

Percentage

Figure 5.2: Non-performing loans to gross loans in the CMA
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5.30.

As previously mentioned, the Central Bank monitors the liquidity ratios of banks in
order to prevent bank failure which may spill over to the entire financial sector.
Whenever depositors fear that a bank may become insolvent, they are likely to
withdraw all their deposits creating serious problems for the banks. If this is not
managed well, it is possible that the failure of one institution may lead to a generic
flight of funds from all institutions. Customers of other banks which may be solvent
can also rush to make withdrawals because information asymmetry prevents
customers from distinguishing between insolvent and solvent banks. The liquidity
requirement articulates the ratio of liquid assets to domestic risk weighted liabilities
which banks are required to keep is 20% or above and 17% or above for Eswatini
Bank. The Building Society is required in terms of section 42 of the Building
Societies Act of 1962 to keep liquid assets at least at 10% in respect of savings
deposits and loans repayable after 5 years and 12% in respect of fixed deposits,
subscription shares and borrowings to be paid within 5 years. According to the
Central Bank‟s Annual Reports, banks complied with the requirement registering
overall ratios of 15.4% in 2009, 21.9% in 2010, 24.5% in 2011, 28.1% in 2012 and
24.8% in 2013.

Management Efficiency

5.31.

Management is responsible for the allocation of a bank‟s resources and the day-today operations of the bank. The quality and/capability or efficiency of the
management of a bank is seen in its ability to comply with prudential requirements
set by bank regulators, the quality of the bank‟s assets and its profitability amongst
other indicators. Aspal and Nazneen (2014) mention that management efficiency of
a bank means the follow up of well-defined norms by management as well as the
capability to plan and respond to dynamic environment and administrative ability.
The assessment of management capacity is viewed by some researchers such as
Sangmi & Nazi (2010) as being qualitative so that it can be understood through
subjective evaluation of management systems, organisation culture and control
mechanisms amongst other things. Some researchers including Sangmi and Nazi
continue to use ratios such as the earnings per employee ratio, expenditure per
employee, asset utilisation ratio and the operating expense ratio amongst others.
The profit per employee and the operating expense ratios are presented below.
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Profit per employee

5.32.

The profit per employee ratio is computed by dividing the net profit by the number of
employees a bank has as presented in the formula below:

Profit per employee= (Net Profit)/(Number of employees)

5.33.

This ratio is an indicator of how efficient management is in using available labour to
generate income. If the value of profit per employee is high, it can be a sign that the
bank‟s employees are productive and skilled; banks may be deploying employees
only in services that really need human interaction instead of those that can be
distributed via technology at a lower cost to the bank. [Information Removed –
Confidential]

Table 5.6: Profit per Employee
[Information Removed – Confidential]
Source: Own Computation

Operating Expense Ratio

5.34.

The operating expense ratio measures management‟s efficiency, in particular by
signifying whether a company can expand without rapid increases in expenses. It is
calculated by the formula below.

Operating Expense Ratio=(Operating Expenses)/(Gross Operating Income)

5.35.

Table 5.7 shows that Eswatini Bank spent more money to generate revenue
compared to the other banks. [Information Removed – Confidential]

Table 5.7: Operating expense ratios
[Information Removed – Confidential]
Source: Annual Reports

Conclusions, concerns and recommendations
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5.36.

Table 5.8 presents the conclusions, concerns and recommendations related to the
performance of banks in Kingdom of Eswatini.

Table 5.8: Conclusions, concerns and recommendations
Conclusion
SCC Concern

Recommendations

Performance of retail banks
Conclusion 1

Concern -

Recommendation -

The Commission found that None.

None.

indicators such as interest rate
spread

and

liquidity

ratios

depicts that there is minimal
activity in the market for credit
facilities. This is evidence by
the risk adverse behaviour of
banks

when

issuing

loans,

however it should be noted
such buffers are an integral
component of risk management
practices in banks to safeguard
unforeseen

liquidity

shock.

However, the fact that banks
occasionally find themselves
sitting

with

excess

liquidity

cash which is then invested
with strategic counterparties to
optimize returns is an indication
that the banking sector is not
competitive enough as that
money would

be

otherwise

issued out as loans.
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Conclusion 2

General concern -

The inquiry found that bank The

Recommendation

Commission

is It is the view of the Commission

charges were relatively high concerned that despite the that the CBE should continue to
when compared to other CMA introduction

of

Central monitor

and

review

bank

member countries – specifically Bank of Eswatini Legal charges to ensure that banks do
to Namibia and Lesotho (the Notice
non-interest

income

was bank

No.62
charges

of

2016, not charge excessive fees that

are

still are not related to the cost of

approximately 10% and 7%, high, when compared to providing the services.
respectively). These findings the other CMA member
are in line with the findings of states (Lesotho, Namibia
the recent study on Limited- and South Africa). The
Scope Comparative study of Commission is concerned
basic banking fees and service about the high charges
which was conducted by the because

there

is

no

Central Bank. The findings of justification for such to
the study revealed that the happen in the country and
bank charges in the country are considering that salaries
higher than those of other CMA and the cost of living in the
member states.

country are lower than in
South Africa.
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PART VI: CONDUCT AND COMPETITION IN RETAIL BANKING
Introduction

6.1.

In this inquiry conduct refers to the behaviour of firms whilst carrying out their
business. As already pointed out in the previous sections, according to the SCP
paradigm as much as the conduct of firms in a market can be influenced by its
structure and performance, the conduct itself can be influenced by the structure and
the performance of the market / industry. In competition terms conduct is usually
characterised as either anti-competitive or pro-competitive. In this subsection we
review the conduct of banks in their day to day activities in order to determine if
their conduct is anti-competitive or not. We look at the following (i) Non-pricing decisions;
(ii) Pricing decisions;
(iii) Banks‟ Conduct in relation to Customer mobility and Choice; and
(iv) Conduct in relation to payment systems.

Non-pricing decisions

Marketing
6.2.

The key goal of marketing by banks is to induce consumers and potential
consumers into purchasing their marketed products and to promote brand loyalty. In
assessing the influence of marketing (advertising) on bank customers in Greece,
Mylonakis (2008) found that the higher the advertising costs, the higher the amount
of purchases of the advertised products. Perloff (2009) claims that a successful
advertising campaign shifts the market demand curve by changing consumer‟s
tastes or informing them about new products. Since the retail banking industry is a
multi-product activity, marketing strategies used to attract consumers must aim to
offer multiple products.

6.3.

In the Kingdom of Eswatini the most notable advertisements by banks include radio
advertisements, Out of Home advertisements such as billboards along the country‟s
major roads and in different strategic locations such as the Manzini and Mbabane
bus ranks. The survey established that every year banks allocates funds for
advertising their products and brand. [Information Removed – Confidential]
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6.4.

In the Kingdom of Eswatini, marketing through advertising is largely aimed at
promoting brand loyalty other than providing detailed information about new
products. This is evidenced by the low budgetary allocations towards advertising.
There were no competition concerns regarding marketing by banks in the country.

Information disclosure
6.5.

Information disclosure involves being transparent about both the pricing structure
and the features of the products being offered to the consumer. With respect to the
banking products, banks are supposed to give a consumer or potential consumer
clear information on the different types of products to assist them in making
informed choices. Information on how certain products such as debit orders and
stop orders work as well as information on fees and charges including the interest
rates is also supposed to be provided to the consumer upon request. Thus, it is
expected that through the disclosure of information by banks, consumers or
potential consumers of banking services will understand -

6.6.

(i)

the key features of the different products of interest;

(ii)

the related charges and fees for the different services offered by a bank;

(iii)

the terms and the conditions that goes with each product and its prices; and

(iv)

how interest is calculated on deposit and credit facilities.

The above stated information allows consumers to make informed decisions and
choices, which tends to increase the degree of satisfaction from the consumption of
banking product.

6.7.

The following methods are used to disseminate information by commercial banks in
the Kingdom of Eswatini (i)

brochures and hard copy pricing manuals found in the bank branches;

(ii)

direct communication with the customer at the point of sale as well as
through letters, ATM receipts and cell-phone messages;

6.8.

(iii)

indirect communication such as the use of the press and radio; and

(iv)

pricing and product information on their websites.

The inquiry found that a number of people are still not aware of the fees and/or the
features of the products offered by the banks in the country. For example, 40% of
customers indicated that they acquire information when they open their accounts.
This is despite the fact that Practice 1 of the Central Bank of Eswatini Guidelines on
Banking Practice and Central Bank of Eswatini Legal Notice No.62 of 2016 requires
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that customers should be provided with detailed statements which entail all charges
for each transaction. It was also found that 65.4% of the participants who undertook
the survey were not aware of the fees and/or the features of the products offered by
the banks in Eswatini. In addition, the inquiry established that some customers open
accounts with specific banks recommended by friends or relatives, or because their
employer uses that bank. The Commission is concerned that some banks are not
effectively communicating charges and fees to customers. Statements do not
provide information on charges per transaction. The lack of information about fees
and charges restricts consumers from comparing prices and choosing the most
suitable bank, and it contravenes Practice 1 of the Central Bank of Eswatini
Guidelines on Banking Practice and Central Bank of Eswatini Legal Notice No.62 of
2016. A summary of the knowledge on fees levied by banks is shown in Table 6.1
below.

Table 6.1: Knowledge about the different fees levied by the bank on the payment
methods
Frequency
Percentage
I do not know any of the fees

1596

65.4%

I know some of the fees

798

32.7%

I know all the fees

47

1.9%

Total

2441

100%

Source: Survey Data

6.9.

It was also noted that even though banks do provide information, the information
provided on pricing and other features of the products is not easy to understand,
especially by those who are not literate when it comes to banking services. The fact
that banks use different terminology to describe their products and banking fees,
information available does not allow one to easily compare and make an informed
decision.

6.10.

The findings also reveal that most bank account holders do not have much
information to enable them to make informed decisions with regard to the credit
facilities offered by banks. It is worth noting, however, that respondents do not give
themselves time to learn about the terms and conditions relating to credit products
as most of them did indicate that they do not have time to visit the banks for
enquiry. Noteworthy, is the fact that banks do not give themselves time to assist
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their customers as most of the respondents did indicate that they did not receive
any assistance from the banks when they went for enquiries.

Product differentiation
6.11.

In business it is usually wise to differentiate one‟s product from those of
competitors. The same applies to the banking industry; banks usually differentiate
their products in terms of their features and pricing structures. It is common in the
banking industry to have deposit and credit facilities having slightly different
features compared to otherwise similar products in other banks. While this is good
business practise and banks do it in order to meet their clients‟ needs, it reduces
the ability for customers to compare the different products offered by different
banks, resulting in the lessening of competition between the banks.

6.12.

From the analysis of banks products, it is shown in Table 3.1 and 3.2, above, that
the products have different names, slightly differing names for the fees as well as
charges, and differing features. This applies also to credit facilities, as they have
differing names, differing charges, differing interest rates as well as terms and
conditions. Information gathered from the survey revealed that a number of people
consider banks to be all the same and to offer similar products. Whilst bank
products are close substitutes the differentiation of the products make them to some
extent seem different to consumers. This means that people do not understand
banks‟ products enough to compare and switch between banks as well as products.
It seems as though there is lack of understanding of the features and the pricing.

Tying and Bundling
6.13.

The tying and bundling30 of products is common in the retail banking industry. In the
Kingdom of Eswatini, banks engage in this practise in order to increase their sales
as well as to safeguard themselves against unforeseen circumstances, such as
customers not paying their credit. The bundling and tying of products happens
mostly in the sale of some credit facilities whereby before one can access the credit
facility an existing account has to be already set up or at the least the customer
should be willing to open an account with the bank. This is mostly common with

30

Competition Act (2007), Section 31 (d): Making the supply of particular goods or services dependent upon
the purchase of other goods or services from the supplier to the consignee. In simpler terms this refers to
a situation whereby a dominant firm links the sale of separate products requiring customers who wish to
purchase one product to purchase the other as well.
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overdraft facilities and personal loans. Also, banks tie insurance with the credit
facilities.

6.14.

The tying and bundling of these products may seem to be anti-competitive because
it may partially contribute to customers‟ inability/difficulty to switch banks when they
have too many linked products in a single bank. This is because banks do not
compete much on credit facilities-which was pointed out under the Performance
Section of the report. However, to some extent the nature of the banking business
requires that banks should have adequate information about their customers,
especially if they are to lend them money since loans are the major assets of banks.
The Financial Institutions Act of 2005 does not prohibit tying and bundling on some
specific loan products such as personal loans and overdrafts. Tying and bundling of
such products with primary deposit account is necessary to protect banks from
default risks. Furthermore, tying and bundling is not a per se prohibition in the
Competition Act but rather the rule of reason approach needs to be applied when
assessing its effect on competition. In the case of this market inquiry our analysis
does not suggest that the tying and bundling affects competition rather it allows
banks to safeguard against unforeseen circumstances.

6.15.

In terms of credit insurance, banks claim that they comply with section 44 of the
Customer Credit Act of 2016 in giving customers an option to choose their preferred
credit protection insurance. However, the inquiry found that banks automatically
provide credit protection insurance for different credit facilities, instead of affording
customers an opportunity to choose an insurer of choice. This is despite the fact
that Section 44 of the Consumer Credit Act of 2016 proscribes this conduct.
Commercial banks on the other hand submitted that they afford customers an
opportunity to select their credit insurance provider of their choice; therefore they
allege they comply with the Consumer Credit Act of 2016.

Switching Dynamics
6.16.

According to the survey that was carried out, 33.24% of SMMEs and individuals
have been with the same bank for 10 years and above, as shown in Table 6.2
below. The Table further shows that 12.79% of individuals and SMMEs had been
with the same bank for 7 to 9 years, 26.44% for 4 to 6 years and 27.54% for 0 to 3
years.
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Table 6.2: The Rate of Switching Banks
Time period

Frequency
Observed

Percentage

O to 3 years

700

27.54%

4 to 6 years

672

26.44%

7 to 9 years

325

12.79%

10 years and above

845

33.24%

Total

2542

100.000%

Source: Survey Results

6.17.

Based on the survey results the Commission noted that it is difficult for customers to
switch banks as they have a lot products tied together. The difficulty arises as a
result of the following(i)

The cost of switching from one bank to another becomes high when a
customer has more than one product with a bank. These costs are both in
terms of real monetary costs and the time and arrangements involved in
switching from one bank to another. For example, a customer who has a
transactional account with a bank can easily switch to another bank whereas
the process can be more time consuming and costly for a customer who has
both a transactional account and an overdraft and perhaps a personal loan
with the same bank.

(ii)

Banks have a number of charges for different services offered. Also the fact
that banks have different products tied together it becomes difficult for
consumers to compare between banks.

Pricing Decisions

Introduction
6.18.

Pricing in many markets is one of the competition parameters that firms use besides
product quality and others. Rational consumers take these parameters (prices and
product quality) into consideration when making decisions regarding the products
(goods and services) that they will eventually purchase. In this subsection we
explore the pricing strategies of banks in the Kingdom of Eswatini and we also
assess if there are any consumer and competition issues that can be identified
relating to pricing.
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6.19.

The South African Retail Banking Market Enquiry (2008) noted that banks in South
Africa explicitly charge for every service rendered to the consumer. This according
to the South African Retail Banking Market Enquiry can assist consumers in
knowing what they are charged for unlike in cases whereby some services are
listed as free only to find that the costs of providing such services are embedded or
hidden in the prices of other services provided by the banks.

6.20.

In the Kingdom of Eswatini, three commercial banks; namely: Standard Bank;
Nedbank; and the First National Bank are subsidiaries of banks owned in the
Republic of South Africa. In the Kingdom of Eswatini these banks (including the
local banks) also apply the same pricing practices or strategies as their parent
banks. In this sub-section we further assess the other institutions (Eswatini
Development and Savings Bank and the Swaziland Building Society).

6.21.

There are a number of factors that banks take into account when setting their
prices. These factors tend to vary from bank to bank. The factors that are taken into
considerations are summarized in Table 6.3 below.

Table 6.3: Factors taken into consideration when deciding on Prices
[Information Removed – Confidential]

Source: Survey Results
Methods of setting price in the banking industry
6.22.

The inquiry established that there are two pricing methods that are followed by
banks in the Kingdom of Eswatini. The first is known as the pay-as-you-transact
pricing structure which involves the banks charging for each and every service that
the customer acquires each and every time the customer acquires that service from
the bank. The second option is known as the bundled or fixed pricing-structure
whereby banks charge their customers for a bundle of services that are offered to
them, normally on a monthly basis.

6.23.

The pay-as-you-transact pricing structure is used by all the banks in the country and
those banks that use the bundled or fixed pricing structure still apply the pay-asyou-transact pricing structure for customers holding certain types of deposit
accounts. For some accounts normally held by individuals earning middle to high
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income a combination of the two pricing structures can be used. Furthermore, it was
noted that for credit facilities, especially loans, the pay-as-you-transact approach is
utilized. Details of the pricing methods are provided below.

a) Pay-as-you Transact
6.24.

Table 6.4, below, shows an example of the pay as you transact structure which
consists of three price categories, namely, flat rate fee, ad valorem fee and the
banded fee. Unlike the ad valorem and banded fee structures, the flat rate fee does
not change as the value of the transaction changes. The ad-valorem fee and the
banded fee structures are value related with a possibility of a minimum and/or
maximum fee. The ad valorem fee can be determined by any of the following:
(i)

a one part formula which is only the value related fee;

(ii)

a two part formula which consists of a minimum fee and a value related fee;
and

(iii)

a three-part formula consists of a minimum fee, a value related fee and a
maximum fee.

Table 6.4: Example of Pay as you transact price categories
Pricing Structure

Service

Fees

Flat rates

Stop Payments (online)

E40.00

Stop Payments (Branch)

E90.00

ATM Cash withdrawal (< E1000)

E17.00

ATM Cash withdrawal (Greater than E1000)

E25.50

Cash deposit at an ATM/ Branch

E5.35 + 1.58% of value

Banded fees

Ad valorem fees

(min E25.00)

Source: Banks’ Pricing Manuals

(b) Bundled pricing option

6.25.

With the bundled pricing option structure, the customer pays a fixed amount for a
bundle of services normally on a monthly basis. Limits are, however, put on the type
and number of times the customer can acquire the services included in the bundle
so that once the limits are exceeded the consumer is automatically charged under
the pay as you transact system. Table 6.5 shows an example of the fixed price
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structure from one of the banks (FNB). The information further shows that the bank
offers multiple services some of which are “free” to customers.
Table 6.5: Bundled pricing option
Service/ fee description

Charge/fee

Monthly fee

E76.00

Card purchases

Free

Cash withdrawals (Cash @ till)

Free

Cash withdrawals (ATM)

6 free every month, thereafter E6.00 per E500 Max
E36.00

Linked account transfers

Free

Scheduled Payments

Free

Debit orders

Free

Prepaid purchases (airtime and electricity)

Free

Source: Banks’ Pricing Manuals

Pricing with respect to deposit facilities

6.26.

The inquiry established that with regards to deposit facilities, banks charge their
customers for services which include, amongst others: cash withdrawals, bank
statements and balance inquiries; stop-orders and special clearance. However, as
at 1 July 2016, the CBE intervened, which resulted to banks eliminating deposit
fees.

6.27.

The pricing manuals obtained from the banks indicate that there are two pricing
option that are offered to customers, as stated above. The Commission, however,
notes that some deposit facilities for low income earners-such as the Student
Account, Sicalo Transaction Account and Smart Account31-may not have the
bundled pricing option.

6.28.

In analysing the prices based on the pay as you transact pricing structure, the
Commission found that there is no evidence to suggest that banks collude when
setting their prices for the different products. This is because the charges vary
between the different types of deposit facilities which include transactional

31

According 2013/2014 Pricing Guides
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accounts, savings accounts and fixed deposit accounts. More information on the
analysis of banks‟ charges is found in Appendix 1.

6.29.

In analysing the survey results, the Commission noted that consumers of banking
services face a bigger problem of non-availability of information of prices and
features of the products. As indicated in Table 6.6 below, 40.28% of the individuals
that participated in the survey acquired information about the prices and features of
the products from the banks when they opened their accounts. Only 6.77% of the
individuals acquired information on the prices and features of the products from the
branch then returned later to open the account. While, 36.53% of the individuals
acquired information on the prices and features of the products from other
people/businesses.

Table 6.6: Sources of information on prices and features of deposit facilities
Frequency
Yes

No

Total

Observed

Percentage

Observed

Percentage

1024

40.283%

1518

59.717%

2542

172

6.769%

2369

93.231%

2541

280

11.019%

2261

88.981%

2541

926

36.529%

1609

63.471%

2535

Information acquired at branch
on day of opening account
Acquired information at branch
then returned later to open
account
Acquired information from the
media (newspaper, radio,
etc.)
Acquired information from other
people / businesses

Source: Survey Data

6.30.

In line with this, the survey revealed that 59.91% of the individuals who participated
in the survey did not know any of the fees with only a meagre 3.56% of the
participants indicating that they do, as reflected in Table 6.7 below.

Table 6.7: Knowledge of fees levied on for transactions
Knowledge of fees

Frequency
Observed

Percentage

I do not know any of the fees

1499

59.912%

I know some of the fees

914

36.531%

I know all the fees

89

3.557%

Total

2502

100.00%

Source: Survey data
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Pricing conduct with respect to credit facilities

6.31.

Credit products comprise loans, overdraft and credit cards. The traditional price of
credit products is interest. In addition, banks levy non-interest fees on these
products such as: establishment fees, management or administration fees, loan
statement fees, re-advance fees, valuation fees, early loan settlement fees and
missed payment fees.

6.32.

With regards to interest charges, all banks charge the prime rate plus a margin. The
more risky the credit is perceived by the bank to be, the higher the interest charge
will be for the consumer. As such, short term personal and business loans including
overdrafts, which often have no collateral, attract higher interest earnings for the
banks. Table 6.8 presents the interest charges for different banks for long term
loans, short term loans and overdrafts for the period 2009/10 to 2013/14.

Table 6.8: Interest Charges on Credit Facilities
Loan
Categor
y

Year

Bank A

Bank B

Bank C

Bank D

Bank E

Prime
lend
ing
rate
use
d as
a
basi
s

Prime +
margin
(0.75% 3% per
annum)

Housing loansPrime
Business
loansPrime +3%
Agricultura
l loansPrime +
4%
Prime + 2%

Ranges
from
7.25%
to
11.50%

2009/10
2010/11

2011/12
Long term
loans

2012/13

2013/14

2009/10

2010/11
Short term
loans

2011/12

Prime + Margin
(-1% to
2%)
Prime + Margin
(-1% to
2%)
Prime + Margin
(-1% to
3%)
Prime + Margin
(ranges
from 1 to
3% since
these loans
tend to be
secured.)

Prime + Margin
(2% to
10%)
Prime + Margin
(2% to
10%)
Prime + Margin
(2% to
11%)

Prime + 2%

Prime + 2%
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2012/13

2013/14

2009/10

2010/11
Overdrafts

2011/12

2012/13

2013/14

Prime + Margin
(2% to
11%)
Prime + Margin
(ranges
between 4
and 15%
for higher
risk/loss
portfolios)

Prime + Margin
(2% to
10%)
Prime + Margin
(2% to
10%)
Prime + Margin
(2% to
11%)
Prime + Margin
(2% to
11%)
Prime + Margin
(ranges
between 4
and 15%
for higher
risk/loss
portfolios)

Prime + 2%

Prime +
2%

SecuredPrime
+5%
Unsecure
d- Prime
+ 10%

Prime + 2%

Short
Loan->
Prime
+2%
Guaran
tee->
7.25%
to
7.50%

Prime + 4.5%

Prime + 4.5%

Prime + 4.75%

Prime + 5.10%

SecuredPrime
+5%
Unsecure
d- Prime
+ 10%

Prime + 5.50%

Prime +
11%

Source: Pricing Manuals

6.33.

With regards to non-interest charges on loans (establishment fees, administration
fees and others), the Commission found that there is no evidence suggesting any
form of collusion between the banks as the prices differ markedly from bank to
bank. The Commission however noted that there are significant problems with
regards to banks‟ conduct in the pricing and administration of credit facilities. These
include the following-

(i)

Information disclosure: most consumers do not get to know all the fees on
their credit products. Fees such as administration fees and insurance may
not be made clear to the consumer when applying for the credit facility such
that the total cost of the product may be higher than what the consumer
initially anticipated. In the case of overdrafts and personal loans, this is
exacerbated by that immediate / pressing need that is normally faced by the
customers who need these products; and banks take advantage of this.

59

Non-Confidential
(ii)

Non-ability to compare fees: comparing the different fees on credit
facilities never gives a clear picture of the total cost of the product because
of the lack of transparency in pricing as well as the different terminology
used in describing the fees.

6.34.

In support of this, the survey results revealed that a majority of respondents lack the
understanding of the costs or risks associated with credit products. With regards to
mortgage loans 43.6% of respondents indicated no knowledge of the costs or risks
associated with the loan, 37.4% for car loans, 40.8% for credit cards, 45% for
overdrafts and 22.3% for personal loans.

Figure 6.1: Level of understanding of the costs or risks associated with credit
products

Personal loan

9.6%

Overdraft 3.5%

30.90%

22%

13.30%

Credit Card 4.7%

23.40%

Car Loan 3.7%

27.6%

Mortgage loan 3.4%

20.6%

21.70%

16.30%

12.90%

15.90%

17.80%

Excellent

15.50%

Good

45%

18.20%

40.80%

15.40%

37.40%

14.70%

Average

22.30%

43.60%

Little

None

Source: Survey Results

6.35.

Furthermore, from the survey results it was found that a number of customers could
not negotiate for the terms and conditions with regards to credit facilities. Only
14.2% indicated that they were able to negotiate whilst the remaining 85.5% could
not.

Conduct of Banks in Relation to Payment Systems
6.36.

As stated under the market definition, the NPS allows banks to facilitate interbank
payments which occur when customers of one bank seek to make payments to
customers of other banks, using debit cards, credit cards, stop orders, cheques,
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amongst others. In the Kingdom of Eswatini, the CBE is responsible for the
implementation of the National Clearing and Settlement Systems Act of 2011.

6.37.

Despite that the scope of this inquiry does not cover the interchange fees, the
Commission noted competition concerns related to payments systems from
international cases such as the VISA and MasterCard cases of 200732 and 201033,
respectively.

6.38.

There are two main competition concerns with regards to the interchange fee.
These are(i)

The setting of multilateral interchange rates by banks together may be
collusive and can lead to higher prices as a result of merchant service
charges (MSCs), which are a concern if banks are incentivised to set fees at
profit maximising levels, beyond the level required to promote card usage.
As a result, this fee is likely to be passed through to customers in the form of
higher prices of products; and

(ii)

The fees incentivise the use of higher cost payment options as it subsidises
cardholders so they do not pay the marginal cost of usage creating
preference of cards over less expensive options. This has also been pointed
out in the subsection above with regards to the Kingdom of Eswatini.

6.39.

The major concern with regards to the interchange fees is whether they are optimal
or realistic or appropriate not to affect the merchants or the customers. Against this
backdrop, there is a need for an independent and transparent regulatory process for
setting interchange in all payment system components.

6.40.

Another concern that the Commission has is with regards to continuous meetings of
high ranking officials in the industry mostly for settlement purposes34. The
Commission notes that whilst these meetings are necessary, they may promote
collusion in a market that is oligopolistic and transparent. It is the view of the
Commission that such meetings can directly or indirectly facilitate information
sharing which is not necessary to stimulate competition. The Commission also have

32

VISA Europe and VISA International v Commission, Case T-461/07
COMP/34.579 MasterCard
34
SAECH meetings for settlements and clearing
33
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a similar concern in relation to meetings of the SBA where strategic information can
be shared during tea/coffee breaks.

6.41.

The inquiry found that Eswatini Bankers Association (EBA) meet once monthly to
discuss matters relating to the banking industry. It has been submitted that these
meetings are general in nature and they are intended to ensure continued
compliance by the banks with regulatory and prudential requirements, especially to
protect consumers, reduce the risk of bank crises, improve efficiency and resilience
of the financial system. Other issues of common interest to banks include
settlement issues, anti-money laundering issues, deliberations on fraud cybercrime, and ATM bombings, amongst others. Despite that the Central Bank
submitted that the officers attending the meetings are watchful during the EBA‟s
meetings, however the Commission is concerned that these meetings like the
meeting held for clearing purposes create fertile ground for collusion. Nothing would
prevent officials from exchanging sensitive work information that may compromise
competition amongst them. Whereas it may be understandable that bank officials
meet to discuss settlement issues, the Commission finds it difficult to understand
why banks are not able to deal with risk factors as individual institutions. The issues
of ATM bombings, and cybercrime can be dealt with by each bank, the meetings
are not necessary

6.42.

Table 6.9 provides a summary knowledge of fees charged on payment methods.

Table 6.9: Knowledge of fees charged on payment methods
Knowledge of fees
Do not know any of the fees
Know some of the fees
Know all the fees

Frequency
1596
798
47

Percent
65.4%
32.7%
1.9%

Source: Survey results

6.43.

Further, results from the survey reveal that customers cannot negotiate fees with
the banks. This is attributable to the fact that customers do not know some of the
fees they are charged, as stated above. Also, the customers believe that banks
would not be willing to negotiate with them. Out of a total of 2,546 survey
participants, only 297 (11.7%) negotiated with banks over the costs incurred when
making payments, and 2,249 (88.3%) did not.
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6.44.

Furthermore, the survey results suggest that out of the 2,517 participants, 93.2% of
them mentioned that they have never negotiated with banks over the terms and
conditions of payment methods. On the other hand, only 6.8% of the participants
stated that they have negotiated with banks. As stated under the Market Structure
section this is an indication that customers do not have countervailing buyer power
and most importantly they do not know much about the banking business so as to
engage the banks in relation to terms and conditions of the different services
offered by banks.

Conclusions, concerns and recommendations
6.45.

In the assessment of the conduct of banks, the Commission found that there is no
evidence that suggests collusion amongst banks. However, the Commission made
conclusions, concerns and recommendations as presented in Table 6.10.

Table 6.10: Conclusions, competition / general concerns and recommendations
related to the conduct of banks in the Kingdom of Eswatini
Conduct of retail banks
Conclusion 1
The

inquiry

General concern found

that

a The

Commission

number of people are still not concerned

that

Recommendation is The Commission recommends
some that the Central Bank should

aware of the fees and/or the banks are not effectively ensure that banks comply with
features of the products offered communicating

charges Practice 1 of the Central Bank of

by the banks in the country. For and fees to customers. Eswatini Guidelines on Banking
example, 40% of customers Statements do not provide Practice and Central Bank of
indicated

that

they

acquire information

on

charges Eswatini Legal Notice No.62 of

information when they open per transaction. The lack 2016. Commercial banks should
their accounts. This is despite of information about fees provide complete and detailed
the fact that Practice 1 of the and
Central

Bank

of

charges

restricts information (prices on all their

Eswatini consumers

from services

Guidelines on Banking Practice comparing

prices

and

products)

in

and banking halls. Banks are also

and Central Bank of Eswatini choosing the most suitable encouraged
Legal Notice No.62 of 2016 bank, and it contravenes platforms

to
to

use

other

disseminate

requires that customers should Practice 1 of the Central information to consumers e.g
be

provided

statements

with

which

detailed Bank
entail

all Guidelines

of

Eswatini internet,
on

radio,

Banking television, etc. Banks should

charges for each transaction. In Practice and Central Bank further
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addition, the inquiry established of Eswatini Legal Notice deduction
that

some

customers

open No.62 of 2016.

of

all

fees

and

charges (detailed statements per

accounts with specific banks

transaction to customers) via

recommended by friends or

their

relatives,

(SMS) and other communication

or

because

their

employer uses that bank.

short

systems.

In

message

system

addition,

should

communicate

manner

that

is

banks
in

simple

a
and

understandable to consumers
rather than using accounting and
banking jargon especially when
issuing statements.

Conclusion 2

General concerns -

Recommendation -

The inquiry found that in terms None
of

overdrafts

and

None

personal

loans, banks often require that
customers

should

transactional

have

account

a

before

they can be offered the credit
facility that they need. This is
meant to ensure that banks
maintain a track record of the
customer

and

ensure

that

customers honour their loan
obligations.
Conclusion 3

Competition Concern -

The inquiry found that banks The
automatically
protection

provide

Commission

credit concerned

insurance

for banks

that

might

Recommendation is The Commission recommends

some that banks should comply with
not

be the Consumer Credit Act of

different credit facilities, instead complying with Section 44 2016.Customers
of

affording

customers

opportunity

to

insurer

choice.

of

choose
This

should

have

an of the Customer Credit Act the option to choose a credit
an of

2016.

The

survey protection insurer from a list of

is results of this inquiry show approved

despite the fact that Section 44 that more than 50% of the Commission
of the Consumer Credit Act of interviewed
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individuals recommends that the Financial

Non-Confidential
2016 proscribes this conduct. were

not

given

the Services

Commercial banks on the other opportunity to choose their (FSRA)
hand submitted that they afford own

insurance

Regulatory Authority
should

enforce

the

credit customer credit Act and the

customers an opportunity to providers.

consumers should be taught

select

insurance

about the right to choose an

provider of choice, therefore

insurer of credit received from a

they allege they comply with

bank.

the Consumer Credit Act of

recommends

2016.

application form should have a

a

credit

section

The

Commission
that

where

the

the

loan

customer

indicates that they have been
advised of the rights to choose
their

own

credit

protection

insurance, , this is to ensure that
banks

give

customers

the

opportunity to choose their own
loan insurers.
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PART

VII:

OVERALL

CONCLUSIONS,

COMPETITION

CONCERNS

AND

RECOMMENDATIONS
7.1.

In the introduction of this report it is pointed out that the Commission initiated the
retail banking inquiry following several concerns over the state of competition in the
banking industry. The Commission, with the aim of carrying out its mandate and on
the basis of Section 11 of the Competition Act of 2007, carried out the inquiry
following the Structure Conduct Performance (SCP) paradigm which points out that
each of the three parameters have some effects on each other. This is presented in
Appendix 2. The specific objectives of the inquiry were to identify:
(i)

the relationship (if any) between the structure of the market, the conduct of the
incumbent firms and their performance; and

(ii)

competition concerns based on the direct and indirect effects of the market
structure, performance and the conduct of banks.

7.2.

The conclusions made on the two objectives of the inquiry are presented herein in
turn. Mainly, we note that the inquiry did not uncover any form of collusion amongst
the banks in relation to their conduct even though our results reveal that there is
limited competition in the industry.

Objective 1: To identify the relationship (if any) between the structure of the market,
the conduct of the incumbent firms and their performance
7.3.

According to the SCP paradigm the three parameters (Structure, Conduct and
Performance) influence each other in different ways. In assessing the relationship
between these three parameters the Commission found the following:
(i)

The retail banking market in the Kingdom of Eswatini has substantial barriers
to entry as evidenced by that the last bank to enter the market did so in
1997. The Commission is of the view that this leads to the incumbent firms
being complacent and relaxed as they do not fear competition from new
entrants, and with their products being differentiated banks have power over
their customers enabling them to acquire as much profits as they can from
them.

(ii)

In a nutshell, the structure of the market does affect the conduct and
performance of the banks.

Objective 2: To identify competition concerns based on the direct and indirect effects
of the market structure, performance and the conduct of banks
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7.4.

Table

7.1

provides

conclusions,

competition

/

general

concerns

and

recommendations for the three parameters, namely: Structure; Performance; and
Conduct.

Table 7.1: Conclusions/Competition Concerns and Recommendations
Conclusion

SCC Concern

Recommendations

Structure of the retail banking market
Concern Recommendation -

Conclusion 1

The Commission established None.

None.

that the retail banking market in
the Kingdom of Eswatini is
oligopolistic with five players.
The market inquiry analysis
has taken into account issues
of the size of the population
(approximately half a million
bankable

people)

and

the

stability of the industry.
It

can

be

concluded

that

potential entry is possible in
this industry as the Farmers
Bank has recently entered the
market.
Conclusion 2
(a)

Competition Concern -

The Commission found that Despite

that

banks‟ officials meet twice a Chairperson
day for the purpose of making SAECH
clearances

and

Swaziland

Electronic
(SAECH).

the Commission that the discussions

Management should be held electronically and

settlements Committee is always a participants should not deviate
of

the from

the

purposes

of

the

Automated Central Bank, it is the view discussions. Participants should

Clearing
This

the In this regard it is the view of the

of

amongst themselves through representative
the

Recommendation -

House of the Commission that not collude or discuss matters
is

in these

meetings

are

a that will result in the elimination

accordance with SAECH rules fertile ground for collusion of competition and thus harming
and regulations stipulated in as

participants

may competition.

Section 13.4, relating to the discuss matters that do
exchange of instruments. The not pertain to the agenda
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inquiry also found that the of these meetings. These
SAECH
Committee

Management meetings
consist

of

provide

a opportunity

for

an
other

representative from the Central business to be discussed
Bank.

outside the main meeting.
It

is

possible

participants

for

from

the
the

different banks to discuss
matters that contravene
the Act and hence harm
competition.

The

Central

Bank The Commission recommends

submitted that the officers that

all

issues

related

to

attending the meeting are compliance

and

watchful during the EBA‟s requirements

in

the

banking

meetings,

should

be

however

the industry

prudential

Commission is concerned communicated directly to the
that these meetings like Central Bank of Eswatini whose
the

meeting

held

for mandate

clearing purposes create industry.
fertile ground for collusion.
Nothing

would

prevent

officials from exchanging
sensitive work information
(b) Secondly, the inquiry found that may
that
Eswatini
Bankers competition
Association (EBA) meet once them.
monthly to discuss matters Whereas

compromise
amongst

it

may

be

relating to the banking industry. understandable that bank
It has been submitted that officials meet to discuss
these meetings are general in settlement issues, the
finds
it
nature and they are intended to Commission
ensure continued compliance difficult to understand why
by the banks with regulatory banks are not able to deal
and prudential requirements, with

risk

factors
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especially

to

protect individual institutions. The

consumers, reduce the risk of issues of ATM bombings,
bank crises, improve efficiency and cybercrime can be
and resilience of the financial dealt with by each bank,
system.

Other

issues

common

interest

to

of the

meetings

are

not

banks necessary.

include settlement issues, antimoney

laundering

issues,

deliberations on fraud cybercrime, and ATM bombings,
amongst others.

Performance of retail banks
Conclusion 3

Concern -

Recommendation -

The Commission found that None.

None.

indicators such as interest rate
spread and liquidity ratios show
that there is minimal activity in
the market for credit facilities.
This is evidenced by the risk
adverse behaviour of banks
when issuing loans, however it
should be noted that such
buffers

are

an

integral

component of risk management
practices in banks to safeguard
unforeseen

liquidity

shock.

However, the fact that banks
occasionally find themselves
sitting

with

excess

liquidity

cash which is then invested
strategically to optimize returns
is an indication that the banking
sector

is

not

competitive

enough as that money would
be otherwise issued out as
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loans.
Conclusion 4

General concern -

The inquiry found that bank The
charges
when

are

relatively

compared

(Common

to

Commission

Lesotho
income

in

Namibia

(the
was

of

Central charges to ensure that banks do

Area Bank of Eswatini Legal not charge excessive fees that

(CMA) member countries – Notice
specifically

is It is the view of the Commission

high concerned that despite the that the CBE should review bank
other introduction

Monetary

Recommendation

No.62

of

2016, have in relation to the cost of

and bank charges are still high providing the services.

non-interest when compared to the
approximately other CMA member states

10% and 7%, respectively). such as Lesotho, Namibia
These findings are in line with and South Africa.

The

the findings of the recent study Commission is concerned
on Limited-Scope Comparative about the high charges
study of basic banking fees and because

there

is

no

service which was conducted justification for such to
by

the

Central

Bank.

The happen in the country and

findings of the study revealed considering that salaries
that the bank charges in the and the cost of living in the
country are higher than those country are lower than in
of other CMA member states.

South Africa.
Conduct of retail banks

Conclusion 5
The

inquiry

General concern found

that

a The

Commission

number of people are still not concerned

that

Recommendation is The Commission recommends
some that the Central Bank should

aware of the fees and/or the banks are not effectively ensure that banks comply with
features of the products offered communicating

charges Practice 1 of the Central Bank of

by the banks in the country. For and fees to customers. Eswatini Guidelines on Banking
example, 40% of customers Statements do not provide Practice and Central Bank of
indicated

that

they

acquire information

on

charges Eswatini Legal Notice No.62 of

information when they open per transaction. The lack 2016. Commercial banks should
their accounts. This is despite of information about fees provide complete and detailed
the fact that Practice 1 of the and
Central

Bank

of

charges

restricts information (prices on all their

Eswatini consumers

from services

Guidelines on Banking Practice comparing

prices
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and Central Bank of Eswatini choosing the most suitable encouraged

to

Legal Notice No.62 of 2016 bank, and it contravenes platforms

use

to

other

disseminate

requires that customers should Practice 1 of the Central information to consumers e.g
be

provided

statements

with

which

detailed Bank
entail

of

all Guidelines

Eswatini internet,
on

newspapers,

Banking television, etc. Banks should

charges for each transaction. In Practice and Central Bank further

communicate

addition, the inquiry established of Eswatini Legal Notice deduction
that

some

customers

radio,

open No.62 of 2016.

of

all

the

fees

and

charges (detailed statements per

accounts with specific banks

transaction to customers) via

recommended by friends or

their

relatives,

(SMS) and other communication

or

because

their

employer uses that bank.

short

systems.

In

message

system

addition,

should

communicate

manner

that

is

banks
in

simple

a
and

understandable to consumers
rather than using accounting and
banking jargon especially when
issuing statements.

Conclusion 6

General concerns -

Recommendation -

The inquiry found that in terms None
of

overdrafts

and

None

personal

loans, banks often require that
their customers should have a
transactional

account

before

they can be offered the credit
facility that they need. This is
meant to ensure that banks
maintain a track record of the
customer

and

ensure

that

customers honour their loan
obligations.
Conclusion 7

Competition Concern -

The inquiry found that banks The
automatically
protection

provide
insurance

Commission

credit concerned
for banks

that

might
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different credit facilities, instead complying with Section 44 2016.Customers
of

affording

customers

opportunity

to

insurer

choice.

of

choose
This

should

have

an of the Customer Credit Act the option to choose a credit
an of

2016.

The

survey protection insurer from a list of

is results of this inquiry show approved

insurers.

The

despite the fact that Section 44 that more than 50% of the Commission
of the Consumer Credit Act of interviewed
2016 proscribes this conduct. were

not

individuals recommends that the Financial
given

the Services

Commercial banks on the other opportunity to choose their (FSRA)
hand submitted that they afford own

further

insurance

Regulatory Authority
should

enforce

the

credit customer credit Act and the

customers an opportunity to providers.

consumers should be taught

select

insurance

about the right to choose an

provider of choice, therefore

insurer of credit received from a

they allege they comply with

bank.

the Consumer Credit Act of

recommends

2016.

application form should have a

a

credit

section

The

Commission
that

where

the

the

loan

customer

indicates that they have been
advised of the rights to choose
their

own

credit

protection

insurance, this is to ensure that
banks

give

customers

the

opportunity to choose their own
loan insurers.
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Appendix 1
Non-Interest Income
Compared to the other countries in the CMA, it is clear that the banking industry in the
Kingdom of Eswatini lacks competitiveness. Namibia, which has ten (10) banks, has as a
lower percentage of non-interest income as a percentage of total income-as indicated in
figure A1 below.

This shows that due to some characteristics / elements of monopolistic competition in the
country‟s banking industry, banks have some form of market power over their customers.
Figure A1: Non-Interest Income to Total Income in the CMA
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Appendix 2
A2: Financial sector’s contribution to GDP
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Figure A3: Lending Rate in the CMA
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Appendix 3
The Structure-Conduct-Performance-Paradigm Explained
According to Volkerink B. et.al (2007), markets are systematic and all elements within them
are linked so that the Structure Conduct Performance (SCP) approach to market analysis is
a methodology that can be used to analyse these links.
There are major links between the basic conditions, the structure, the conduct as well as the
performance of the market. By basic conditions of the market it is meant the demand and
supply conditions which prevail in the market. Demand conditions can include the price
elasticity of demand which has to do with the availability of substitute products, purchase
conditions, marketing techniques and many more whilst supply conditions can include;
supply substitutability, production technology, product characteristics, structure of the supply
chain and many more.
The structure of the market on the other hand has to do with the number of players,
concentration and mainly barriers to entry whilst conduct refers to the behaviour firms in the
market which may involve; pricing strategies, R&D, advertising, location and product
strategies amongst other profit maximising strategies. Lastly, by performance it is meant the
outcome of the behaviour of firms in the market which is measured using both allocative and
productive efficiency besides other measures which can include; Quality, innovation, welfare
and equity.
The basic SCP approach also known as the Bain Approach( after its developer, Joe Bain in
1959) from Traditional Industrial Economics suggests that given the basic conditions in the
market, the structure of the market will determine the conduct of its participants (buyers and
sellers) which in turn influences its performance. This represents a linear form of causalities
from Structure to Conduct to Performance so that the underlying causality as described by
Volkerink is such that;
a)

The Structure influences the conduct

b)

The Conduct influences the Performance

c)

Structure influences Performance e.g. entry barriers may prevent the entry of

innovative concepts, which decreases the potential for service quality improvements.
Most of the basic conditions which can be divided into demand and supply conditions can be
regarded as exogenous although they can be endogenous since the performance of the
market can influence the basic conditions of the market as well. This now represents
feedback effects which are not catered for in the basic SCP approach. It is for this reason
that the SCP model was later modified in the New Industrial Economics to cater for several
feedback effects from;
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a)

Conduct to structure (e.g. pricing strategies may decrease the number of

competitors)
b)

Conduct to basic conditions (e.g. product differentiation strategies may have an

influence on the elasticity of demand)
c)

Performance to basic conditions (e.g. innovation may affect production Technologies)

The resultant SCP model which is as a result of the inclusion of the feedback effects is
referred to by Volkerink as the Interactive SCP framework/model. It can be noted that,
although the feedback effects means that it may be difficult to separate cause and effect,
according to Volkerink the rule of thumb that entry barriers are a main determinant of Market
performance holds in both the traditional linear SCP model and the interactive model as the
conduct of firms may be particularly focussed on creating entry barriers with the purpose of
increasing market power hence their profitability.
Figure A4, shows the graphical presentation of the interactive SCP framework showing all
the influences and feedback effects of the different elements of the market. Included in the
graph is the government policy which can affect every level of the SCP model. For an
example, Regulations and Legislations can affect the performance of the market since it
affects the conduct. Taxes, excise duties and subsidies can be another example of
government policy which can affect the basic conditions.
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Figure A4: The Interactive SCP framework/model
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Appendix 4
Swaziland National Payments System
Questions for the CBE
1. What is the switching centre for payment card transactions for banks in the Kingdom
of Eswatini under the VISA and MasterCard Schemes? Is it BankServe, South
Africa?
2. Are there any interchange fees for the clearance of cheques and other related
payment instruments?
3. What is the rational / purpose of these fees? (if any)
4. In which direction do the interchange fees flow? Is it to the paying bank or the bank
being paid?
5. What is the percentage of “off us” ATM transactions to the total of ATM transactions
in the Kingdom of Eswatini?
6. How do banks agree on “carriage fees” related to “off us” ATM transactions?
7. How do the clearing systems / switching processes work for both domestic and
international transactions for the different payment card brands used by banks in the
Kingdom of Eswatini (i.e. VISA and MasterCard)?
8. Who sets the interchange fees for the different payment forms?
9. How are interchange fees set for transactions involving the use of payment cards
(Other than ATM transactions)?
10. What effect did the introduction of the Straight Through Processing (STP) have on
the SAECH?
11. What developments have been made within the SAECH in the past 2 to 5 years?
Developments can include a change in the number of meetings for clearing purposes
and otherwise, a change in the number and forms of payments eligible for clearance
under SAECH, and others.
12. What costs would a new bank incur specifically for joining the National Payments
System?
13. Please also provide us with any other information which you think may be helpful
(This can include documents).
Thank you.
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Appendix 5
Questionnaire for the Retail Banking Enquiry 2014

Part A - General
1. Name of the bank…………………………………………………………………………….. ......
2. Number of branches………………………………………………………………………...........
3. Number of auto teller machines………………………………………………………………..
4. Month and year in which the bank started to operate………………………………………….
5. In Table 1 please provide the list of shareholders and the related percentage shares.
Table 1 – Description of Shareholders
Shareholder
Percentage

6. What are the characteristics of retail banking?
..................................................................................................................................................................
............................................................................................................................................................
............................................................................................................................................................
.................................................................................................................
..................................................................................................................................................................
............................................................................................................................................................
............................................................................................................................................................
.................................................................................................................
7. In Table 2 please provide information for the financial years from 2009 to 2013 on a quarterly

basis.

79

Period

Number
of
employe
e

Gross
incom
e

Table 2 – Number of EmployeesNon-Confidential
and Key Performance Indicators
Gross
Profit
Return on Gross
non- Gross interest
profit
After
Asset
interest
income
Tax
s
income
from retail
from retail
banking
banking

2009
Q1
Q2
Q3
Q4
2010
Q1
Q2
Q3
Q4
2011
Q1
Q2
Q3
Q4
2012
Q1
Q2
Q3
Q4
2013
Q1
Q2
Q3
Q4
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Part B - Transactional, Savings and Fixed Deposits Accounts
1. What are the characteristics and use of each of the following products in the retail
banking-sub-market?
Transactional Account
...................................................................................................................................................
.............................................................................................................................................
.............................................................................................................................................
............
Savings Account
...................................................................................................................................................
.............................................................................................................................................
.............................................................................................................................................
............
Fixed Deposit Account
...................................................................................................................................................
.............................................................................................................................................
.............................................................................................................................................
..........
2. What are the main requirements or conditions of access to each of the products?
Transactional Accounts
……………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………
Savings Accounts
……………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………
Fixed Deposits Accounts
……………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………
3. What is the average duration of a transactional account or the average length of your
relationships with retail customers?
……………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………
4. To what extent have retail customers switched permanently from your bank to one of your
competitors in the past five years? Please provide any market study carried out over the
period to support your answer.
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……………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………
5. In Table 3, please provide options available under each main product, description and
amount of fees per option, interest paid to customers (if any) and the number of customers
for each product.
Table 3 – Products and options, description and amount of fees, interest paid to
customers, number of customers and total value of transactions
Period

Product and
options

2009

Transactional
accounts

Description and
amount of fees
per product
option

Savings

Fixed deposit

2010

Transactional
accounts

Savings

Fixed deposit
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Interest
paid to
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total
transact
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2011

Transactional
accounts

Savings

Fixed deposit

2012

Transactional
accounts

Savings

Fixed deposit

2013

Transactional
accounts

Savings
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Fixed deposit

6. What are the factors that influence the composition and level of the fees?
………………………………………………………………………………………………………………………
…………………………………………………………………………………………………………………
…………………………………………………………………………………………………………………
…………………………………………………………………………………………………………………
…………………………………………………………………………………

7. What methods do you use to publish the fees?
………………………………………………………………………………………………………………………
…………………………………………………………………………………………………………………
…………………………………………………………………………………………………………………
…………………………………………………………………………………………………………………
…………………………………………………………………………………

8. In Table 4, please provide fixed and variable costs for the financial year 2013.
Cost type
Fixed costs

Table 4 - Fixed and Variable costs (Key Items)
Item
Percentage of costs

Variable costs

Part C – Payment Cards
1. What types of payments cards does the bank offer to its retail customers?
………………………………………………………………………………………………………………………
…………………………………………………………………………………………………………………
…………………………………………………………………………………………………………………
…………………………………………………………………………………………………………………
…………………………………………………………………………………
2. What are the characteristics and use of each of the payments cards and their options?
………………………………………………………………………………………………………………………
…………………………………………………………………………………………………………………
…………………………………………………………………………………………………………………
…………………………………………………………………………………………………………………
………………………………………………………………………………..………………………………
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…………………………………………………………………………………………………………………
………………………………………………………………………
3. What is the composition and amount of fees amount of fees (including transaction costs) paid

by a customer for the cards? Please use actual data for the 2013 financial year.
…………………………………………………………………………………………………………
……………………………………………………………………………………………………………
…………………………………………………………………………………………………………
……………………………………………………………………………………………………………
…………………………………………………………………………………………………………
……………………………………………………………………………………………………………
…………………………………………………………………………………………………………
……………………………………………………………………………………………………………
…………………………………………………………………………………………………………
……………………………………………………………………………………………………………

4. What methods do you use to publish fees relating to each of the product?
………………………………………………………………………………………………………………………
…………………………………………………………………………………………………………………
………………………………………………………………………………………….

5. In Table 6, please provide the value of transactions relating to payment cards and
number of customers for these products for the past five years.
Table 6 - Value of Transactions Relating to Payment Cards and
Number of Customers Using Payment Cards
Period
Value of Transactions Number of Customers
2009
Q1
Q2
Q3
Q4
2010
Q1
Q2
Q3
Q4
2011
Q1
Q2
Q3
Q4
2012
Q1
Q2
Q3
Q4
2013
Q1
Q2
Q3
Q4
Part D – Loans

1. What are the characteristics of secured and non-secured loans? Does the bank provide
both to its retail customers?
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………………………………………………………………………………………………………………………
…………………………………………………………………………………………………………………
…………………………………………………………………………………………………………………
…………………………………………………………………………………………………………………
…………………………………………………………………………………………………………………
…………………………………………………………………………………………………………………
…………………………………………………………………………………………………………………
……………………………………………………………….

2. What are the characteristics of short-term and long-term loans?
………………………………………………………………………………………………………………
……………………………………………………………………………………………………………
……………………………………………………………………………………………………………
……………………………………………………………………………………………………………
………………………………………………………………………………………………………..
3. What is the composition and amount of fees (excluding interest) paid by a customer in
relation for short-term and long-term loans? Please use actual data for the 2013 financial
year.
Short-terms loans
……………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………………………………………………………………………………………
Long-term loans
……………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………
4. What is the composition of interest rates applicable to short-term and long-term loans?
Please use actual data for the 2013 financial year.
Short-term loans
……………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………………………………………………………………………………………………
…………
Long term loans
……………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………………………………………………………………………………………………
…………
5. What conditions do potential customers have to satisfy in order to acquire a loan from the
bank?
………………………………………………………………………………………………………………
……………………………………………………………………………………………………………
……………………………………………………………………………………………………………
……………………………………………………………………………………………………………
…………………………………………………………………………………………………………

86

Non-Confidential
6. Do you require customers to set up a transactional account in order to access loans or any
other product? If yes, how does the customer pay the related fees?
………………………………………………………………………………………………………………
……………………………………………………………………………………………………………
……………………………………………………………………………………………………….
………………………………………………………………………………………………………….
7. What methods do you use to publish fees and interest rates relating to loans?
………………………………………………………………………………………………………………
……………………………………………………………………………………………………………
……………………………………………………………………………………………………………
……………………………………………………………………………………………………….
8. In Table 7, please provide the total value of loans, value of mortgages, gross interest
income on loans, interest income on mortgages only and gross non-interest income on loans
for the past five years.
Period

Table 7 - Value of Loans and Income on Loans
Total Value of
Value
of
Gross interest Interest
Gross
Loans
mortgages
income on
income
nonloans
on
intere
mortga
st
ges
incom
only
e on
loans

2009
Q1
Q2
Q3
Q4
2010
Q1
Q2
Q3
Q4
2011
Q1
Q2
Q3
Q4
2012
Q1
Q2
Q3
Q4
2013
Q1
Q2
Q3
Q4

Part E – Eswatini Bankers Association
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1. What is the role of the Eswatini Bankers Association (SBA) in the operation of banks in the
Kingdom of Eswatini?
……………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………
2. What type of information do you discuss in meetings of the SBA?
……………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………
3. How do you submit the information and how frequently do you do so?
……………………………………………………………………………………………………………
………………………………………………………………………………………………………
…
……………………………………………………………………………………………………………
………………………………………………………………………………………………………
…
Other
Please provide us with annual reports for the past five years and any other information that you
consider relevant for the enquiry.
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Appendix 6

Rswatini Competition Commission
Golf Course Park, Eveni
P.O. Box 1976, MBABANE
Eswatini, H100
Tel: +268 2404-0111/0421
Fax: +268 2404-0342
Email: info@compco.co.sz

REQUEST FOR INFORMATION ISSUED IN TERMS OF SECTION 11 OF THE
COMPETITION ACT NO.8, 2007
The Eswatini Competition Commission (“the Commission”) is a statutory body corporate
established in terms of section 6 of the Competition Act No.8, 2007 (“the Act”) to monitor,
regulate, control and prevent acts or behaviour which are likely to adversely affect
competition in the country.

The Commission is initiating an inquiry into retail banking. This sector has been identified as
a priority based on the effect that this sector has on consumer welfare and the
development of small, micro and medium enterprises.

The enquiry will be carried out in terms of section 11 which provides that the Commission
shall:
11(1) - “monitor, regulate, control and prevent acts or behaviour which are likely to adversely
affect competition in the country”;
11(2)(a) - “carry out on its own initiative or at the request of any person, investigations in
relation to the conduct of business, including the abuse of dominant position, so as
to determine whether any enterprise is carrying on anti-competitive trade practices
and the extent of such practices and issue such orders or directives it deems
necessary to ensure compliance with this act”;
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11(2)(e) - “provide information for the guidance of consumers regarding their rights under the
Act”;
11(2)(f) - “undertake studies and make available to the public reports regarding the operation
of the Act”;
11(2)(l) - “do all such acts and things as are necessary incidental or conducive to the better
carrying out of its functions under the Act”; we will focus on the structure of markets
and the competitive practices in this sector when conducting this enquiry.

We have designed a questionnaire that captures the information that we require for the
purpose of conducting the enquiry. You are hereby called upon to furnish the
Commission with the information specified in the attached questionnaire. All confidential
information should be marked as such, in particular business secrets. If you require an
electronic version of the questionnaire, this will be emailed to you upon request.

Kindly ensure that the information furnished to the Commission is accurate and complete.
The information should reach the Commission‟s offices no later than 26th June 2014.

Dated at Mbabane on this …….. day of June 2014.

-------------------------Executive Director
To:

Swaziland Building Society
P.O. Box 300
Mbabane
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