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1. Introduction

This overview serves as a section of the background work for the Small Farmer
Finance project. The project isbased on the redlity of the rural areas of South Africa
It recognizesthat rura people mobilise income from arange of sources. In many
ingances farming plays an important role, but in terms of monetary contribution to the
household income, not asimportant arole. It seeksto find adequate background
material on which to base the next stage of the study.

In this background document we start with an overview of the microfinance market in
South Africa. This provides an overview of the complete microfinance sector,
induding the finance of small faamers. Note that we concentrate on loans below
R10000. However, we will aso address larger loans (from R10000 to R100000) ina
ub-section on smdl farmer finance. This overview is followed by adiscusson and
illugtration of livelihood dtrategiesin the rurd aress of South Africar Thisisthen
combined in asection on finance and livdihoods. Due to the importance of the
impect of HIV/AIDS in South Africawe adso include a relevant section followed by
some conduding remarks.

2. Overview of the supply of financial services

2.1 Introduction

The demand for banking services by the lower income strata of the populetion is
growing rapidly, dueto avarigty of factors. These include current low frequency of
use of forma banking sarvices by the poor and M SE? market; increased income of the
lower income drata; income redigtribution in favour of lower income people;
urbanisation; risng consumer aspirations, the rapid growth of the informa business
sector and, perhaps the most important incentive the last eight years, the relaxation of
the Usury Act on loans below R6000 in 1992 and recently to loans below R10000. In
reaction, there has been consderable growth in the micrafinance sector, and the
biggest source of growth is from the micrelending sector. The conventiond forma
banking sector ssemsingppropriately structured to satisy thisrgpid growth in demand
and choose not to engage directly. The“new” commercid banks, those that were
formed recently through acquiring shells of banks with licences or by other methods
are emphadising the micrafinance market, and are pogting quite remarkable resultsin
the process.

! Compiled by Sbuiso Moyo and Gehard Coetzes Post Graduate Student &
Research Assgant and Chair of the Rurd and Agriculturd Finance Programme a the
Universty of Pretoria, repectively.
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How big is the microfinance sector in aggregate economic terms?  The microfinance
sector is dill quite smdl in comparison with the forma banking sector, but growing
much more rapidy. Its contribution to the nationd economy is probably not
accurady reflected in the nationa data, because of the informd sector nature of many
of the industry members, reaulting in an under-estimate of Sze ad contribution to
GDP. The finance, insurance, red edate and business services sector is a significant
contributor to the South African economy, providing goproximatdy 15% of totd GDP
in red terms in 1998. The totd assets of the banking sector at the end of 1998 were
R6x4 hillion, with advances totdling R&45 hillion. In 1999 the sze of the mico
finance indudry was roughly edimaed & R10 to R15 hillion with advances a R10
billion (Econometrix, 1999). Recently, a comprehendve andyds of the sector
edimated the Sze of the sector on the bads of current portfolio as R13 hillion and the
vadue of loans written per year a R25.8 hillion (DTI, 2000). This andyss divided the
sector correctly according to loan term and other characterigtics, and then compiled an
exposure on the basis of annuaised figures.

However, any edimate of the dze of the micro-finance market should aso consder
the definition of the micro finance market. For the purposes of this sudy the micro-
finance market is defined as the market reflecting transactions on loans bdow R10
000 of poorer people in South Africa Poorer people ae conddered as those
described in marketing dudies as people in and bedow Living Standard Measurement
(LSM) Class Five. In the following table the 1998 results of an LSV dassficaion is
presented.

Table 1: Living sandard measurement categories

LSM  Number % Female Unemployed Monthly Savings  Biggest problem Peoplein

(16+) (%) (%) income (%) household
R)
1 3,738,000 15 59 80 659 4 Unemployment 32
2 3,560,000 15 52 74 776 7 Unemployment 30
3 4,294,000 18 54 72 929 7 Unemployment 2
4 3,314,000 14 51 65 1,244 8 Unemployment 29
5 2,041,000 8 52 62 1,664 8 Crime 29
6 1,888,000 8 58 61 2,264 6 Crime 32
7 2,534,000 10 50 49 5675 5 Crime 25
8 3,246,000 13 49 37 9,752 5 Crime 24

Source: Eskom Consumer Surveys, 1998.

Microfinance dso refars to the savings transactions of the poorer portion of the
population. It is importat to condder both savings and credit as this provide a far
more comprenendve picture of the finencdd make within which poor people
operate.  Of course there are more financid products pertinent in this Srata of the
financid market. Mog important after savings and loans would be the transmisson
fecilities that are an integrd pat of the lives of poor people, where support systems
and sources quite often do not resort within the same location as households.  In
addition, insurance products in many guises ae dso conddered to be an important
financid product that will be demanded by the poor.

The present usage of banking and financid services by MSEs is vay amdl, with a
minute section of the market presently being reached, estimated at less than 1 %. This
is the most unbanked area of microfinance, and an area tha is ill in the introductory



phase in the microlending indusry. No Sudy exigts which provides a comprehensve
overview and andyss of overdl supply to the lower income and MSE market.
Exiging dudies provide an oveview o the inditutions active in this market, but do
not quantify supply in terms of clients reached. This study necessitates an overview
of outreech, and therefore an indicative (rather than exhaudive) summary is provided
in Table 2 In the next section each inditutiond form noted in the table is then
discussed in more detal, focusing on the future role of the inditution in the lower
income and MSE maket. The purpose of this oveview is to gauge future formd
support to this sraum of the full finencial sector. After this section an atempt is
made to esimate the rurd portion of dients served by each indtitutiona format.

2.2 Aggregate supply

In the following table the present supply of microfinance services in South Africa is
desribed and presented.  The assumptions and sources underlying the table are
presented in the indtitution by inditution discussion following the table.

Table2: Summary of retail outreach in the microfinance market in South Africa (1999/2000)

Retail institutions Note |Source |Loans Savings [Outlets |Egtimated |Loan Savings
date Rm Rm % Rural |accounts |accounts

Public sector 423 330 1,646 2,440 36 78,000 2,840,000

Land Bank i Mar-00 |30 25 80 43,000

Provincid parastatds  |ii Jun-99 300 600 50 80 35,000 840,000

Post Office Outlets iii Jun-99 1,046 2,365 35 2,000,000

Private sector 424 12,599 4,661 17,132 38 7,951,580 (4,740,100

NGOs i Dec-99 108 5 30 35 66,000

Village banks i May-00 1 10 100 1,100

Credit Unions iii Apr00 9 10 6,000

Co-operatives iv Dec99 1,200 80

Commercid Banks \; Dec-99 12 4,000 4,000 33 4,000,000

Retail stores Vi Apr-00 |5,000 1,000 35 2173913

TEBA Cash Vii Apr00 |130 600 172 40 86,667 700,000

Private sector viii Dec-99 40 45 20 100 25,000 33,000

Regigtered small iX Apr00 |7,000 5,700 35 5,600,000

loansindustry

Pawn Brokers X Apr00 |300 5,000 35

Informal sector 425 400 1,760 1,150,000 (35 0 14,750,000

Mashonisas i Apr00 150 25,000 35

Burid Societies i Feb-99 1,560 325,000 |35 6,500,000

Stokvels i Apr00 |250 200 800,000 |35 8,250,000

Total 13,329 8,067 1,169572 (35 8,029,580 (22,330,100

2.3 Public sector

i. Land Bank

The Land Bank has largely reformed itsdlf in terms of its politicad pogitioning.
However, the Bank’s systlems and products, as well as darity on mandate, have not
materidised asclearly. In the microfinance arenathe Bank managed to launch their
Step-up product successfully in April 1998. At the moment they are gpproaching
43,000 dients and the repayment leve is around 80%. The product isbeing handled

by the Start-Up group in Cgpe Town and the payments and accounts systemis

handled by Firg Nationd Bank and the Postbank. The intention isto expand this




product. It starts at R250 loans and the ceiling of the last repest level has recently
been increased to R20,000. The mere fact thet the Land Bank is entrusting this
product to an agent indicates its gpproach to co-operation and its use of third parties.
They lack a service sructure, since they have only 25 branches. These branches
sarvice ther biggest income sources, namdy individua farmers and co-operatives.
The Land Bank does extend loans to emerging commercid farmersin ther bronze
range of products (maximum R50 000).

ii. Provincial paragtatals

A wide array of falures and limited successis a good summary of the sate of the
provincid paragtatd financid inditutions (previoudy homeland inditutions). We

only concentrate on those providing financia services. The mgority of the retail
development finance indtitutions at provincid level are in severe financid problems,
based on a combination of inefficiency, bad policy and Strategy, and a severe decrease
in government trandfers.

At this stage the only successful indtitution is the Ithaa Devel opment Finance
Corporationin KwaZulu Natd. Thisinditution isthe second biggest public sector
mobiliser of savings (after the Postbank). Except for Ithda, the rest of the paradtatals
aeindemise. Thiswill leave atremendous vacuum, and dready now we can seethe
large number of clients with no accessto services. In the Eastern Cgpe asmdll rurd
bank has been formed from the ashes of two conventional homdand agricultura

banks that were dosed recently. The problem with most of these indlitutionsis alack
of physicd premises and outreech (i.e. they have no branch network).

The reformed parastatd banks are increesingly smilar in their approaches to the
enterprise lenders, except that they have afar greater existing investment and base to
build from. Some have savings as aresource (like Ithaawith gpproximately 800 000
clients) and others have inditutiona investors, which provides them with chegper
access to capitd. Some of the largest lendersinclude Land Bank (which now hasa
microlending portfolio of 43,000 dients, but an outstanding book of only about R30
million) and Ithda

iii. Post Office Savings Bank
The Pogt Bank has the second largest reach to commercia banks on anationa scae.

However, not dl branches of the Post Office providessaving services. Table3
provides asummary of type and volume of savings held with the Pogt Bank.

Table 3: Summary of type, number and volume of accounts (Aug. 98)

Number of Share (%) Balance (Rm) | Share (%) Distribution
accounts Mosly
Savi ngs Bank 1,755,380 85.9 699.6 735 Rura
Telebank 224,173 11.0 43.6 46 Urban
Savings Certificates 63,507 31 208.7 21.9 Urban
Total 2,043,560 100.00 951.9 100.0

The Pogt Bank has recently completed an investigetion into the feesibility of
providing loans to exiging savings cusomers. Thisreport has not been implemented
yet. Rurd people hold the mgority of the Savings Bank account of the Post Office.



2.4 Private sector
i.NGOs

NGOs form an important part of the financid market fabric in rurd aress around the
world. The problems of conventiond development finance policy have made NGOs
gopear to be a promising option in the fidd of financing smdl and micro enterprises

This view was based on a bdigf in the ability of the NGO to reech the target clients
and ther ability to capitdise on the vacuum left by the dosure of many specidised
credit inditutions in developing countriess. The NGO lobby became quite srong and
has been devated to the Satus of saviours of the poor. What has happened to NGOs
providing finandd sarvices? Modly, they needed continued subsdisstion and this in
essence is pat of ther inability to provide answers to the retal financid services
problem.  This does not necessxily imply tha NGOs ae bad inditutions  They
amply ae not the right indruments to be goplied in expanding retal financid
svices on a subdatid scde This view is echoed in the Srauss Commisson's
Find Report (Strauss Commission, 1996).

Table4: Profitability of NGOsin South Africa compared with a Latin American Survey
Smdl Enterprise Get Ahead Rurd Finance Lain American
Foundation Foundatl on Facility Compan son*

L oan volume per staff member (R) 26 807 96 145

Interest ear ned/aver age portfolio

Interest paid/average portfolio 14 47 15 29
Grossfinancial margin 32 5 19 16
Non-interest exp./average portfolio 14 153 120 72

* Adapted from Schmidt and Zeitinger (1995) and Strauss Commission (1995). An exchanger ate of

R3.00 = $1 was used for the 1992 figures. Theinterest ear ned/aver age portfolio per centageis based on

an assessment of interest in real terms. The use of the Latin American Comparison isindicative, and are
averages based on a study of 15 NGOsin theregion.

Although the coverage of NGOs by the Commission was not exhaudtive, they
concluded that NGOs have very limited coverage in rurd aress. The Strauss
Commisson dso caculated thet these ingtitutions run a very high costs, which
impacts negatively on thar sustainability. When comparing locd financid sarvices
NGOs with international surveys, as seen in Table 4, indications of higher efficiency
of theinternationd indtitutions are visble.

Microenterprise lenders are a specid group in the micro credit industry. Around the
world, microfinance is associated with enterprise devel opment finance, though in
South Africa, microenterprise finance accounts for a very smal portion of the
microcredit market. Though some * consumption” lending may go towards financing
productive activities, Microenterprise finance comes largdy from NGOs and Trugts.
There is very little overt microenterprise finance from the commercid banking sector
in South Africa, which has put afloor of R50,000 on enterprise lending. Khulaiis the
mgor financier of enterprise finance. A recent report indicated R80 million

® The information in these tables are somewhat dated. The Smdl Enterprise
Foundation improved its peformance while both Get Ahead Foundaion and the
Rura Finance Facility closed their doors recently.



outstanding by about 26 lenders, accounting for loans to gpproximately 45000
microenterprises. Thisisatiny portion of the entireindustry. Average loan sizes
among the micro-enterprise lenders are generdly in the R3000 to R6000 range.

ii. Village banks

In 1994 the firg Village Bank in South Africawas established in the North West
Province. Thiswastheinitiaive of the Internationa Fund for Agriculturd
Devedopment (IFAD) and the African Rurd and Agricultura Credit Association
(AFRACA). A village bank isin essence a savings and credit co-operative. Two
more Village Banks were formed until 1996 and theresfter the growth in number was
dormeant until 1999/2000 when two indtitutions started a concerted effort to increase
the numbers of these village banks.

These two indtitutions, Finasol and the Financid Services Associaion (FSA) work
independently with different gponsors and support groups to increase the number of
Village Banks. FSA, isthe origind inditution that was involved in the formation of
the North West Province village banks (dbeit in amuch less formaised format). FSA
is being financed by the Department of Wefare to establish the infrastructure to
support Village Banks and to ensure more Village Banks are formed. The United
Sates Aid Agency (USAID) financed Finasol to do in effect the same thing. Finasol
hed its origin in an endeavour of the South African Sugar Association to reform or
restructure its Anancid Aid Fund. The USAID financing of Finasol isin question
after arecent evduation of Finasol.

It ssemsasif thereis a consderable demand for collective action formats at the grass
roots leve in South Africa. Thisis indeed the premise on which most of the ectivities
of FSA and Finasol isbased, and their recent success with the formation of more
groups are evident of thislocd demand for financid services. They have asssed in
the formation of nearly 30 village banksto date.

iii. Credit Unions

Credit unions have dong higtory in South Africa After arestructuring of the
movement the Savings and Credit Cooperative League of South Africa (Ltd) has now
been active in Financid Cooperative Development in SA for the past three years.
Currently SACCOL has 21 Savings and Credit Cooperatives (SACCOs) registered
with it. Our SACCOs have a combined membership of over 6,000 members with
member's savings of just over R10 million mobilised. The loan book has a baance of
R9 million. All loans areissued to members who are dso saving. The development of
the movement has happened with minima donor or Government support. For the past
three years SACCOL has received no donor support, which, while admirable, has
condrained their ability and capacity to serve the “poorest of the poor”, due to the
high start-up and sarvicing cogsinvolved in rurd development. While SACCOL has
not actively sort out rurdl area development, it continues to happen as requests for
SACCOL's assstance in the development of Financid cooperatives kegps coming in.

iv. Co-operatives



The dominant form of co-operdives in South Africa is agriculturd producer co
operdives. Mog of these provide financid sarvices to members, mostly commercid
farmers and not entirdly the focus dientde of this sudy. However, some 40 of these
producer co-operdives initisted project-based endeavours to asss smdl famer
devdopment. Some of these services encompass financid sarvices in the form of
production loansto smdl farmers.

The extensve infragtructure and existing member base of these cooperatives provide
opportunitiesin the provison of finanda servicesto members. One opportunity

exigts where commercid banks do not acknowledge the assat vaue of milk producer’s
quotas provided by a szegble locd dairy cooperative. It makes sense that the dairy
co-operaiive attaches vaue to milk quotas and therefore this presents an opportunity
for linking this asset vaue with other financid sarvices: Theinterest in financid co-
operatives goes wider asfarmersin the Eastern CapelKaroo area dready expressed
interest in the joining of nearly 1000 farmersin afinancia co-operative with the
objective to negotiate more favourable priced funds for production than is possible by
individua farmers.

Due to the over emphasis of producer co-operatives and the retail financia services
offered by commercid banks in the past very little attention has been given to
financdid co-operatives and its potentia in commercid agriculture, and extending
these services to developing agriculture. The dedlining importance of agriculturein
the portfolios of commercid banks and the cogts associated with the provision of
retall financia servicesin rurd areas may provide opportunities for collective action
in theform of financid co-operativesin rura aress. In effect, the withdrawd of
commercid banksin Canada from some farming arees gave rise to the formetion of
the srong Canadian Credit Union movement. Thisis something that may hold true
for South Africain the near future.

v. Commercial Banks

In the drive to high profits and growth many of the commercid banks entered into
mergers and acquisitions with other inditutions in order to grow market share. The
fivelargest banksin South Africa (Standard Bank, ABSA, First Nationd Bank,
Nedbank, and BOE) presently hold over 80% of the market share. Although the
mergers and acquisition gpproach isin line with internationd banking trends, closer
andyss showsthat for South Africathe bigger banks exhibit diseconomies of scae.
The banking environment itself has changed sgnificantly during the last few years,
with a clear move towards ATM and internet banking, away from the brick and
mortar gpproach of the past. Old ddivery channels of service are on the decline. In
the market for deposits the banks are losing ground to smdler niche banks, which are
more flexible and which can target specific segments more efficiently than the larger
banks.

Commercid banks only provide alimited range of servicesin rura aress, athough
they have the highest incidence of branchesin the rural aress, together with the Post
Office (Strauss Commission, 1996). South Africaaso has ahigher ratio of branches
per populaion than esewhere in Africa. However, this higher incidence of branches
is skewed, with rurd areas having gpproximately double the number of people per
branch than urban areas. A sharp declinein rurd branchesisaso evident. Itis



estimated that whereasin 1995 gpproximately 50 per cent of the South African
population had easy accessto commercid bank fadilities, this number has declined

recently to approximately 30 per cent.

South African commercia banks are comparable in terms of devel opment and
technology to the commercid banks of Europe and the US.  Although there may be
efficiency differences, South African banks are quite advanced in mogt aspects. It
would therefore be possible to assess internationd trends in retail banking and expect
smilar trends from South African banks. Studies show thet retail banking would
change congderably in the future. Severd issues have an impact on commercid
banks. Little evidence exigts to substantiate scae economies at a“macro” leve for
consumer banks and financid indtitutions. This explains the fragmented condition of
the sector a present. The shape of retail banking at this age seems to confirm that
those forces pulling banks into smaller, more fragmented units gppear to be relatively
baanced with those that would naturdly lead to consolidetion. Consolidation is
therefore dow, dueto the fact that limited exploitation of scale economiesistaking
place. The number of products offered by banksisincreasing, which drives up the
total management cost. It seemsthat retal banking is inefficent in its current form.

Technology is providing a counter to thistrend of inefficiency. Technology
revolutionises the moving and storing of money and bank product didtribution. In
addition to decreasing the costs of current bank practices, new technologies are dso
cregting dternative digtribution channds for retail banking products. This result in far
cheaper ways to reach cusomers than by retail branches (in the United States
telephone banking is more than 50 per cent chegper than branch banking), and these
non-traditiona channels are gaining market share. It is especialy the younger
customers that are abandoning conventiona branches for the aternative technology
driven outlets

The question of the impact of these trendson rura finance dso arises. The process
and speed of adjusment and transformetion of commercid bankswill differ among
countries. With increased globdisation, the main condraints on change will be
country specific regulaions and the ability to take up and gpply technology. The
banks thet change the quickest will be recognisable in that they will sharply diminish
their branch network, keeping only those branches with upscale or high net worth
demographics. They will segment their dlient base and aoss-sdl only to those thet
clearly offer profit potentid. They will increesingly interact with dlients through
eectronic devices (the persond computer, the telephone, the Internet), and will
clearly diminish the focus on rurd aress, and epecialy remote rural aress. Aress
without high net worth demographics, dectricity and communication channels will
not be part of the new way of banking. To al intents and purposes no mgor
expandon of commercid bank activities should be expected in rurd aress. One
would only expect banksto show moreinterest in rural communities, once technology
has been made accessible to rural people.

Smdl famers and rurd people in generd will ill save with commercia banks,
however it will become increesngly costlier to do this as bank branches decreasein
number in rurd arees. Commercid banks do invest in the microfinance market,
however indirectly through purchasing shares in banks with microfinance portfolios



(the case of ABSA and Unibank) or by striking strategic dliances with commercia
banks with micro-finance portfolios (the case of Standard Bank and African Bank).

To summarise —

o Conventiond commercid bank presencein rurd aress will decline a an
increasing rete,

o thefarming portion of the commercid bank portfolio will further decline over
time

o emphasswill be on the agribusiness sector and larger producers,

o financid servicesto farmerswill be provided by the broad retail sections of banks
and farm specific portfolioswill decline. Thiswill be based on the diverse
income sources of future commercid farmers.

Vi. Retail stores

Thefurniture and retail store lenders are the latest entrants to the micro-finance
market, primarily arriving since the creation of the Micro Finance Regulatory Coundil
(MFRC).* The furniture industry is aready a R15 hillion industry per yeer in South
Africa, with aout R10 billion of that being sold on credit. Higoricaly, furniture sdes
have been made under the Credit Agreements Act, which redtricted interest ratesto
the calling of the Usury Act, while dlowing the sdler to retain ownership of the
goods s0ld as collaterd. However with the advent of the MFRC and a clearer more
trangparent regulaory environment for microlending, many of the furniture lenders,
aswdl asother retall stores such as Woolworths, have dso entered the market. They
have registered branches as micralenders and are actively promoting microloansto
their regular, well-known clients. These lenders have a solid credit history on their
clientsand rely on a credit scoring methodology to assess risk and do not require debit
orders or other deductions at the source. Mogt of their clients are sdlaried employees,
however.

vii. TEBA Cash

Tea Cash is the inditution responsble for handing the payments sysem of
mineworkers in South Africa  They have 172 offices over Southern Africa  As they
have a lage compliment of savings accounts and an immediate market (the
mineworkers), they recently applied for a banking licence, which has been granted
recently by the Regidrar. They provide over the counter loan products (very smilar as
ewvisged for the Posbank) and have a loan book of around R130 million a this
stage.

viii. Private sector agricultural firms

Sarted by the Financid Aid Furd of the South African Sugar Association 20 years
ago, the trend for the private sector processors has recently been boosted by the cotton
ginners and vegetable processors and agents. Farmers are provided with crop
establishment capital and in some ingtarces production credit. Some ingtitutions aso

* The MFRC was launched in June 1999. It has been tasked by the Department of
Trade and Industry to regulate the microlending market. Microlenders must register
with the MFRC in order to provide loans with no celling on interest rates.



provide extenson sarvices. This method of finance is quite common in nonfarm
MSEs and in contract farming. It has potentid for development on avast scdein the
agriculturd sector, especidly if commercid farmers can be convinced to contract
smdl farmers to ensure throughput and turnover.

ix. Registered small loansindustry

The quick growth of the micro loansindudtry isaproduct of agap in the market for
andl loans. It isactive in making short to medium term loans available to individud
borrowers that normdly fal outside the forma banking network, due to the inability

of the loan gpplicants to provide conventiond collaterd. This gap has been filled by
indtitutions that combined easy access arrangements to homegrown collateral modds.
These operators provide credit services to dients who can provide them with proof of
employment and a bank account. The smal loans firm withdraws the payments
according to the loan contract after each wage a sdary depost made by the employer
into the borrower’ s bank account. Thisisan urbartbased product that does not fit the
profile of rurd people, who often have inconsgtent income paterns. It isnot seen as
amgor growth industry in rurd aress, except in larger rurd towns.

There are mgor drivesto organise thisindustry. Severa associations have been
formed and regigration with the newly established Micro Finance Regulatory Council
(MFRC) is compulsory, if operators decide ton conduct business within the exemption
to the Usury Act®. It is expected that some of the larger more formalised operators
(some of which dreedy listed on the stock exchange) will investigate the formation of
banks soon.

The avalable information in South Africa fals to differentiate accurately between
rurd and urban micrafinance. There are severd different ssgmentsin the indudtry:

Formd regigtered firms, which indude commercid banks, financid inditutions,

section 21 (not for profit) enterprise lenders, developmenta lenders, and thelarger

short term money lenders,

Sami-forma money lenders, which indude smdl unregistered money lenders who

are doing it astheir main livelihood and the pawnbrokers, who are not formally

induded in the money lending datidtics (yet); and

Purdly informa moneylenders such as the township moneylenders (mashonisas)

and sokvds, burid societies, and ROSCAs.

These different lenders can be regrouped into different categories based on the type of
lending thet they areinvolved in. Thefirst four are focused on “consumption” lending
and lend only to customers with bank accounts and regular sdaries (thus urban
orientated). The other lenders, either developmentd or enterprise lenders, generaly
base their repayments on cash flow from the productive activity. The source of
repayment is the main differentiating factor between the two groups of lenders.

Short Term Cash Lender

® Government Gazette of Pretoria, 1 June 1999 (Vol. 408), Depatment of Trade and
Industry, Notice in terms of Section 15A of the Usury Act, 1968 (Act No. 73 of
1968), No. 713.



The short-term cash lender focuses on loans up to 32 days, or the next pay period. On
average, these lenders charge an interest rate of 30 percent per month, dl fees
incdluded. They are the largest number of individua ingtitutions, but eech branch tends
to berdatively smdl in sze, with loan book of between R50,000 and R500,000. Their
target market is dliertswith anet income of up to R2,000 per month. The average
loan for these firms is a@out R500, asiit takes into very drict congderation the
capacity of the borrower to repay at the end of the month. Capita resources come
mainly from their own sources, and occasiondly fromiillegd loans from friends
(illegd because thisis not dlowed under South African law).

It isimportant to note that the rate charged by 30-day cash lenders appliesto dl loans
less than that period or which are repaid on aweekly bass. Thisraisesthe effective
interest rate of the loan. VVery important to note that even with the bank cards and pin
numbers, the default rate on loans was in the neighbourhood of 25 - 5 percent. Now
that the uses of bank cards and pin numbers have been diminated, this rate has tended
to double among the lenders.

Medium Term Cash Lenders

There is often afar anount of overlap between firms that are lending between one
and six months and the term lenders. They have amix of products that are inmgority
30-day loans, but dso arange of dightly longer-term loans reserved for their better
clients. Average loans in the 1-6 month category can increase to a multiple of the
person’s actud net take home pay, as they have more timeto pay it off. Higtoricdly,
these lenders have a s0 used the bankcard with pin number as the repayment
mechanism. With the restriction of the use of the bankcard, many of these lenders are
experimenting with other forms of collection.

Interest rates will vary by the term of the loan, but are usudly discussed as aflat rate
on adeclining baance, which effectively increases the effective rate. The nomind
interest rate may be between 30 percent (for 30 days) and 12.5 percent (per month for
the period), but the effective interest rate is dways greater than 20 percent per month.
Because these |oans are made to better-known clients, the default rate is generdly
lower, about 2.5 percent, without the bankcard.

Since the short-term cash lenders and the medium term cash lenders are often lumped
together into the same category, since branches often do both, it is difficult to
differentiate between them. Overdl, the estimates from the credit bureaux speciaising
in cash borrowers are that there are now roughly 3,500 — 4,000 orefrontsin the
country. Thisfigureis down from an estimated 6,000 storefronts two years ago, and is
expected to continue decreasing this year to aceling of 2,500 storefronts by the end

of the year.®

Term Lenders

The term lenders make loans for periods between sx months and 36 months. The
industry garted through the use of Persd, the government's centrd payroll system,
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using debit orders to get repayment at the source, before the borrower actudly had a
chance to see the money. Now tha these lerders are saturating the market, they are
branching out to the larger private companies to establish credit service reationships
with them. This is the mogt rapidly growing ssgment of the industry, but which has
often been redricted by cash to lend The commedd banks ae becoming
increesingly involved in this segment of the market, buying up the large term micro-
lenders to develop ther access to the market, while reducing the financid condraints
on ther lending partners.

Housing Lenders

Housng lenders are closely associated with the term lenders. Most long-term
mortgage loans are grester than the ceiling set for micreloans and fdl outsde of the
exemption. But there are alot of micro-loans made in the name of housing, asit isthe
bas's of accessto aPersal code, which greetly facilitates repayment. Housing loans
can aso be secured by provident funds, effectively bringing the risk to near zero.
Large banks are involved in housing finance, as well as amdl specidised lending
boutiques. The Nationd Housing Finance Corporaion (NHFC) has a number of
programmes to assg retail lenders to access finance to on-lend to borrowersfor
housing improvement.

The NHFC promoates both urban housing aswell as rurd housing. Lendersin the
housing industry indude micro-lenders, smdl banks, socid housing programmes, and
non-bank financia indtitutions (NBFI) such as NGOs. Methods of securitization
include: none (unsecured), provident fund, payroll, and mortgages. The Rurd
Housing Loan Fund (RHLF) progranmme works with microlendersdoing housing in
the rurd areas with unsecured loans, for which interest rates of 40 percent (on a
declining baance) are common. For provident backed loans, margins above the cost
of money aretypicaly between four and five percent.

X. Pawn Brokers

Pawnbrokers comprise one of the oldest indudtriesin South Africa. Pawnbrokers use
durable and semi durable goods as collaterd againgt money thet they advance to
individuas in need of short-term (generdly less than 30 days) funds. These are often
used to finance emergencies, or short term cashflow deficiencies in their daily lives
and businesses. The advances are made againg the pledged item(s) at arate of 25-30
percent per month, and the borrower has up to three months to reclaim hisitems by
paying off the advance, or ese he forfeits the items that he has pledged. Between the
time the pawnbroker has made the advance until the time the dient comesto reclam
the item, the pawnbroker must store and maintain the item in origina condition. If the
dient forfeits the item, the item then belongs to the pawnbroker and heisfreeto sl it
as a second hand good. Roughly 35 percent of dl pawned items are not paid off and
collected.

While there are many debates about the vaue that is gpplied to the items thet are
pawned compared to their red vaue, the pawnbroker must incur many costs. The
pawnbroker must gppraise the item, trangport it to his shop, storeit for up to three
months (with the opportunity cost of capita), and, if theitem isnot collected proceed
with the sle, which could take severd months depending on the demand for the item.



There are roughly 5000 pawnbrokersin South Africa, according to the Association of
Pawnbrokers, which officidly represents 1500 of them Pawnbrokers are registered
under the Second Hand Goods Act, o are dready regulated and pay VAT ondl
transactions. The cost Structure for pawnbrokers differs radicaly from the cost
structure for micralenders, dueto their primary operation of soring and sdlling the
second hand goods. Mogt loans are for one month or less. Estimating that the average
portfolio outstanding is about R 60,000 per pawnbroker, thereis an outstanding
monthly balance of about R300 million. Taking an average term of one morth (which
may betoo long), thereis an annud turnover of R3.6 hillion.

2.5 Informal sector
i. Mashonisas

The mashonisas are the informa sector lenders who operate completely outside of the
forma sector. When there was no other dternative for borrowers, the mashonisas
were their solution. The mashonisas pecidise in short term loans, generdly for 30
days. Interest rates run in the range of 50 percent per month, though no additiond
interest is charged if the borrower islate, effectively reducing the cost of lending.
Mashonisas are often women with no other means of support who try to earn aliving
wage out of thisjob. They will often have 15-20 dients, borrowing an average of

R150 -250 & atime, so individudly, they are extremdy smdl players. However,

there are many of them, estimated at between 25,000 and 30,000 around the country.
Monthly earnings by a mashonisa are often quite smal, in absolute terms, in the range
of R2-3,000 per month. Interestingly enough, it gopears that most mashonisasare very
coseto their dients and the clients are loyd to them. The borrowers survey,
referenced below, demongrates that most clients of mashonisas look to make sure that
they can afford the repayment stream before starting their payments.

The best estimates on the number of township moneylenders are gpproximately
30,000. Thisis the figure that has been developed by Du Plessis and is most
commonly referred to by researchers. The research by Jmmy Roth on Township
moneylendersin the Grahamstown area can be taken as a proxy for the average
lender. Thiswas confirmed by arecent survey in the North', which found similar
datidics. Thetypica lender has about 15-20 dients with atota outstanding book of
about R5,000. Therefore, using this as a proxy, the township lenders account for about
600,000 clients on amonthly basis, equd to the number from the formal

moneylenders, but their outstanding book is sgnificantly smdler, about R150 million.
On an annud basis this comes out to R1.8 billion.

ii. Stokvels and Burial Societies

In this ingance, we use Stokves to refer to the various informd finandd inditutions
that capture member savings and then either save them or on-lend them to some of the
members of the groups on arotating bass. These include the Stokvels, properly

dated, burid societies, and rotating savings and credit associations (ROSCA's).
According to the Nationd Associaion of South Africa of Stokvel Associations
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(NASASA) there are an estimated 800,000 such ingtitutions comprising about 8.25
million adults accounting for about R200 million amonth in savings. They are
governed under the Banks Act under the Stokvel exemption. Thisdlows for stokves,
as member based organisations providing services just to their membersthat are
members of the NASASA to be regulated by NASASA. Only 15,000 groups are
officidly regisered with NASASA, but in actudity, as dl Stokvels are only providing
sarvices to their own members, thisis considered to be safe.

Interms of caculating cogts associated with lending, there are very few. Management
of the assodiationsis voluntary, and most of the funds are normaly distributed to
members at the time of the group meeting and deposit of funds. Since dl repayments,
with whatever interest, if any, go back into the group fund for redigtribution to the
members, the interest rates serve more as mechanisms for forced savings for the
members. Interest rates may or may not be charged depending on the group and its
operating procedures.

The amount of savings and loans regarding stokvels reflected in Table 2 are merdly
edimates. Table 2 represents current portfolio. Stokvels, in the form of ROSCAs
rotate pay-outs, and thus mostly has no fundsin savings accounts and very littlein
loans outstanding. The estimates are consdered to be consarvative.

The ESKOM consumer survey of 1998 confirms the existence of numerous burid
societies. The surveys estimate 6,5 million South Africans are members of burid
societies. We have estimated on a consarvative besisthat if each one of the members
contributed R20 per month for a year the accumulated total will be R1.56 hillion.
Thisis asavere under-estimate as many of these societies have monthly contributions
per member far in excess of R20 (see survey resultsin section 7). However, we dso
condder the redity that much of these savings would be deposited with commercid
banks, the Pogt Office Bank or other forma savingsfadilities Thus, double counting
may be possble and the tota savings figure should be treated with caution.

2.6 Discussion

It is clear that the smdl loans industry (consumer lending) dominates the micro
finance loan market, while the commercid banks dominate the micro-finance savings
market. Thisis not an exhaugtive overview but rather an indicative overview. It
relates coverage (outreach) with the high cogt of intermediation as found by the
Strauss Commission (1996). Table 2 indicates a substantial outreach et firgt glance.
However, if these inditutions and their clients are sudied more carefully, the
following observations can be made:

o Moredients have access to savings and transmission facilities than to credit
fadilities.

Micro and small entrepreneurs have only limited access to loan facilities.
Consumer lenders provide the ngority of loans.

The mgority of savings insruments are il informd.

In generd, there exigts a dichotomy between providers of savings and credit
services.

The mgority of the sarvices, indicated by the lack of presence of providersin
rural aress, are offered in the larger towns.
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The andysis encapaulates the lack of servicesin rurd areas and specificdly those
involving people not engaged in wage or sdaried labour. However, intherurd
context, individua incomes are not as important as househdd incomes, and thus
households could participate in the market described above. It isdso quite difficult to
divide houssholds into farming and non-farming households: Thisisillustraied in the
next section.

2.7 Rural and small farmer finance

2.7.1 Therecent higory of rural and small farmer finance in South Africa

Recent higtory can best be summarised by the work of the Commission of Inquiry into
Rurd Financid Services, better known asthe Strauss Commisson. The Commission
wasactivein 1995 an 1996 and made arange of recommendations of which the most
essentid are highlighted here. The detall induding the methodology and gpproach is
reflected in Annexure 1.

The Commisson consdered the mgor policy objectives of government and its brief,
to contribute towards increasing access to financia servicesfor rurd people. These
services were identified as transmission services, savings products and loan products
for consumption smoothing and productive loans (for farm and off-farm activities).
The Commission dso identified that state grants would be necessary under certain
circumgtances. The Commission cdled for adetailed set of guiddines on the
management of subsdies and grants, induding their phasing out.

A role wasidentified for the state to facilitate as well as co-ordinate the provison of
financia services, with specid attention to the needs of women. In this regard the
Commission proposed that the Land Bank be tasked to fulfil thisrole. Theway in
which the Land Bank, the state and other indtitutions act must be in support of the

market. At the same time the inherent wesknesses in the existing ingtitutiona fabric
must be acknowledged, as these indtitutions are not able to contribute to the ams of

rurd recongtruction on anationd bas's without gppropriate and active support.

A review of the policies and activities of different Sate indtitutions, such as
government departments and paragtatals pointed to the dangers of lost development
potentid unless co-ordination takes place. The Commission therefore argued thet the
date mus ensure thet the improved availability of rurd financid servicesis provided
as part of an integrated rurd development strategy. This programme must include the
land reform and housing programmes, the upgrading of infrastructure such asthe
provision of water, dectricity and roads and capacity building, especidly a theleve

of rurd locd governmerntt.

The Commission aso argued thet the state must acknowledge the current gep in rurd
finarce ddivery, and an overlap in the prospective policy briefs of the state funded
development finance indtitutions. Internationa experience points to the success of
multi-sector financid inditutions a aretail level and arich discusson exists on apex
inditutionsinternationaly. However, thereisvery little experience, and little mention
ismade, of the advantages and disadvantages of multi-sector versussingle sector
wholesdeinditutions. The Commission accepted that dl nationa deve opment
finance indtitutions have mandates to ether continue or commence the extension of



wholesde lending in rurd areas The Nationd Housing Finance Corporation (NHFC)
has eermarked dedicated funds, The Development Bank of Southern Africa(DBSA)
will fund rurd infrastructure projects;, Khula Enterprise Finance (KHULA) intendsto
finance Smdl, Medium and Micro Enterprises (SMIMES) in rurd areas. The
Indudtria Development Corporation’s portfolio aready indudes large-scale agro
indugtrid invesments. The Commission supported the need for afinencid inditution
a nationd levd, such asthe Land Bank, with both wholesde and retail activities and
the respongbility to dedicate specid attention to the needs of land reform programme
beneficiaries. The Fina Report (Strauss Commission, 1996) of the Commisson
emphasised that the Land Bank should focus on only agriculture as a sector, while the
Interim Report (Strauss Commission, 1996) looked at agriculture asthe primary
focus, but did not exdude amulti-sectord gpproach. A focus on asingle sector can
contribute to increase risk exposure for the inditution. Especidly in the South
African agriculturd setting it may imply increased covariant risk.

The Commission recommended that the future role of each of the provindd
development corporations should be the result of specific consideration and
conaultation. This should be ajoint gpproach of the nationd Minigtry of Finance, the
nationd devel opment finance inditutions, the provincid departments and the
provincid development corporations. The proposad development council should
provide guiddines for this purpose, without attempting to design detailed blueprints
for implementation at the provincid and retall level. This approach ensures thet
within aflexible framework, specific implementation strategies that reflect the redity
of aspecific satting or province could be worked out & provincid leve, rather than
being prescribed from the nationd level. Overdl the same rules should apply;
implementation should however be redigtic and pragmatic.

At theretall interface with rurd clientele, the Commission recognised the important
role of the Pogt Office in satisfying the most basic financid service needs, especidly
of the poorest, less mobile segments of the rurd population. Commercid banks have,
however, increased their outreach, and are well-placed to offer savingsfacilitiesinthe
larger rurd towns and respond to loan requests from smal business entrepreneurs.
The NGOs have shown themselves able to reech a micro-enterprise leve that the
formd banking inditutions do not yet serve. The Commission proposed a multi-
pronged Strategy at retall leve rather than asingle inditutiond strategy. The purpose
was to accommodete flexible gpproaches and reflects the redlity that the diverse
circumgances in the country require diverse inditutiona gpproaches. Furthermore,
the andyss done by the Commission showed that none of the current inditutiond
structures proved to be highly successful in reeching rurd clients, especidly deep
rurd dients and thereforeit will be short-sghted to chooseasingleingtitutiond
drategy in thisregard.

In order to fogter an integrated gpproach to both urban and rurd development the
Commisson considered it essentia to creste an entity to co-ordinate and guide the
activities of development finance inditutions. This entity, referred to asthe
Devdopment Council by the Commission, would be supported by a secretariat thet
could dso play apart in tructuring the reporting requirements for entities that make
use of state support. All development finance inditutions and other recipients of state
financing would be obliged to conform to gppropriate reporting and accounting
dandards, as the introduction of minimum discosure requirements would enhance



trangparency and accountability. This function should be monitored and implemented
by the Development Council’s Secretaridt.

The Commisson dso recommended that legidation governing agriculture, banking
and land, presently in force in different areas of South Africa, should be harmonised
as soon aspossble. The Commisson gave atention to legidation of the hitherto un-
legidated sections of the financia market (for example, NGO financid service
organisations, village banks type organisations, savings and credit co-operative type
inditutions) and proposed that these complex issues should be atended to by
soedidigsin the fidd.

The Commission argued that a process actively guided by the Sate, should be
launched as soon as possible to transform the rurd financid services sector. This
process should build on the strength of exidting locd leve indtitutionsin the private,
public and voluntary sectors. The need for awide range of service providers
delivering different products and catering for the diverse rurd financid needs was
accepted. The Commission favoured fostering a much wider retail financid services
network. However, the Commission was concerned about longer term sugtainability
aswell as outreach.

The Land Bank’ s wholesale function will be geared to fostering, nurturing, supporting
and co-ordinating locd and provincid leve rurd financid inditutions, be they NGOs,
deve opment finance inditutions, co-operatives, commercia bank branches, loca
authorities, or any other kind of inditution seeking to render agriculturd and
agriculturdly-related financid services. Essentidly the Land Bank’ s “wholesale”
function should reach those “retailers’ who seek to serve the indvidud and smdll
group agrarian needs of peoplein the “deep rurd” aress, eg. smdl scdeindividud
farmers, groups of femae vegetable gardeners and smal scae poultry producers who
aefar avay from the rdaively limited retall branch network.

The respongbility of the Department of Agriculture to promote agricultura
development is acknowledged. The Commission, however, recommended thet the
Department terminate the ACB and suspend current policy initiatives, which would
lead it to the role of adirect (centrd) wholesder.

The Commission identified femae farm workers, mae farm workers; landless,
unemployed rurd poor; pensoners, smal-holders; contract farmers; rura
businessvomen; rurd businessmen and smdl scale employers and large scale rurd
employers, induding commercid farmers as requiring specia support messures to
gain accessto financid services. The Commission aso drafted guidelines on the
gpplication of subsdies and inditutiond transformeation.

These recommendations of the Commission were put forward againg the background
of aset of guiddines, based largdy on comparative internationa experience. The st
of guiddinesisimportant for this sudy and indudes

> viewson the access to financid sarvices,
» the gpplication of commercid principles,
> diverdfication in terms of different financid services and sectors;



» enduring that existing cgpecity isnot eroded and refraining from the formation of
new gtructures (rurd aress in South Africaare characterised by a plethora of
inditutions with overlgpping competencies and alack of co-ordinaion - exising
structures should be adapted, rationdised and co-ordinated to serve the needs of
recongtruction);

flexibility where locationd differences are acknowledged and incorporated in
policy and drategy;

incentive based approaches,

improving information flows to ensure better decisons,

the management of risk and the structuring of the rurd finance system in order to
minimise the impact of covariant risk; and

the detrimentd effect of direct intervention by the sate in retall financial markets.

YV VVV V

Discussion of the Strauss Commission reports

The Commission Reports emphasised a paradigm shift and a movement away from
the supply-led approach, rather than a detailed programme for implementationin
order to increase access to financid sarvicesin rurd aress. This shift isindeed
necessary as mogt of the South African paragtatd indtitutions follow a supply -led
gpproach, as proved by the Commission. Although the Land Bank has been tasked to
fulfil certain functions, no point exists where these functions can be co-ordinated with
activitiesin the provinces. Asthe provinces have condtitutiona responsbilities, and
the provincid governments are the only shareholders of the respective provincid
deve opment finance ingtitutions, they should change their gpproach and transform
these supply-led-type inditutions. At thislevel anumber of different activitiesare
underway. It isnot dear, though, whether these activities will get adeguete political
support, neither isit evident that they are co-ordinated, and no overdl actions are
taken to solve the core problem — namely, access to retall financid services.

The Cabinet of the Republic of South Africa accepted the Strauss Commission
proposalsin August 1997 (Agriculturd News, 1997). The Land Bank, which
previoudy reported to Cabinet through the Minigtry of Finance, now reports through
the Minigtry of Agriculture (Agriculturd News, 1997). This continues the digtinct
agriculturd emphasis of the Land Bank. The shift in thinking on the role of the Land
Bank in the devel opment finance system, but more pecificdly, asrurd finander, dso
changed between the publication of the Interim Report of the Strauss Commissionand
the Find Report (Strauss Commission, 1996). In the Interim Report of the
Commission it was emphasised that the Land Bank should provide wholesdle
financiad servicesto retall ingtitutionsin rural aress across the whole spectrum of
sectors, not only for agriculture. Inthe Find Report (Strauss Commission, 1996) this
recommendation was narrowed to include financing of agriculturd activities only.
This, of course, increases the exposure of the Land Bank to covariant risk, and isa
contravention of the Commission’s own guiddines, specificaly the guiddines
regarding the minimisation of risk.

The lack of darity in the Find Report (Strauss Commisson, 1996) on co-ordinetion

of rurd financid issues aggravates the overdl lack of darity in thefield of rurd
development co-ordination in the country. Between the Interim and the Find Reports
the Commission changed its views on the responsibility to co-ordinate rurd finance
issues, which contributed to thislack of darity.



Ladtly, the Commission gave aclear proposa on how the overdl development finance
system should be co-ordinated. 1t did not provide any indication of the rdevancy of
the structure of the devel opment finance system in South Africa. Although this was
not induded in the brief of the Commission, it did define arole for the Land Bank
within this sysem, without questioning the system itsdlf.

Condusgon

The Strauss Commission considered the redlity of the rurd areas of South Africa, the
demand for financia sarvices and the current indtitutional structure and, againgt a set
of guiddines, made a number of recommendations directed a different problems.
Some proposals attended to the access problem and the expansion of retail financia
sarvicesin the provinces. Another sat of proposals addressed nationd leve
respongbility for providing cgpital and support to provincid levd inditutions. Legd
issues were aso addressed, especidly the legd tatus of women. A further set of
recommendations aimed to structure anationd level support system for rurd finance
retail inditutionsin the form of the Land Bank. The Commission dso proposed a
dructure to achieve co-ordination between nationd leve inditutions.

The mogt important paradigm shift brought about by the Commission was the
rejection of a supply-led system of rurd credit. Thus subsdised interest rates and
credit programmes in which government decides what is best for the client were
rgected. The Commission emphasised that a broad range of services should be
accessible, namdly saving and transmission fadilities and credit products within a
demand driven system. It further emphasised the importance of the retail network in
rura aress to achieve access to these services. In this regard specid mention was
mede of arole for the Pogt Office with repect to the provision of savings products,
transmission services and other agency services. The Commission dso stated that
dthough subgidies are necessary, they should be implemented within gtrict rulesand
be finite in nature. The Commission supports an integrated approach, inwhichitis
clearly sated that financid services on their own will be inadequate.

The Strauss Commission recommendations pose severd chadlenges. The most
important is not the structuring of the nationd leve financier - the red chdlengelies
a therdail levd. Many countries have falled dismdly in this regard and few
successes can be noted. The chdlengeis essentidly to achieve successwithina
gpecific set of guideines, the mogt chalenging being to achieve sustainable
ingdtitutions thet impect positively on development by ensuring wide accessto
financid services. The second chalenge lies in achieving co-ordination between
government departments and a hogt of indtitutions to achieve a positive devel opment
impact. Co-ordination between land reform programmes, agricultura development
initiatives, provisdon of infragtructure and badic services and the provision of
communication and energy sarvicesis an essentid requirement of successful rurd
development. To this should be added the challenge to make local government work.

Ancther prominent chalengeis palitical commitment to meeting these chdlenges,
one of whichisto refrain from interfering in the rurd financid markets. Past
gpproaches saw the state using financia markets as avehicle to distribute subsidies.



The chalengeisto leave financid marketsto their red role, that of alocating

financid resources to viable investments.

2.7.2 Thecurrent supply of rural and small farmer finance

Table 2 provides adeguate information on which to assess the scope of rurd and smal
famer finance. As dated, it would be virtudly impossble to do a dear ddinedion

between rurd and urban microfinance.

In Table 2 a column was added that estimated

the number of outlets in microfinance inditutions that one would find in rurd aess It
is egimated that approximatdy 37 per cent of 19500 formd retall outlets are in rurd
aeas where a dient could enter into ether a loan or a savings transaction. It is dso
edimated that gpproximatdy 35 per cent of the 1,150,000 informa “outlets’ in South

Africacan befind in the rura aress.

If we turn to financid services for smdl farmer agriculture it is even more difficult as

it is expected that many diversons of loan funds do occur due to the generd

unavailability of sources of smdl farmer agriculturd credit. Much of smal farmer
agriculturd activity isaso cyclicd in nature and many “smadl farmers’ will leave
farming if economic conditions improve and wage income opportunities are more
available. On the other hand, one can aso assume that a Szeable proportion of smal
farmer credit dso gets diverted, due to the smple fact that many “smdl farmers’ are
forced to obtain the credit for smal farmer purposes, abet that they have other needs
than for agricultura production. We have to ask oursdves the question, whet isa
smdl farmer. Without entering the minefidd of definitions Table 5 sarvesasan
indication of the confusion around the concept of smdl farmers.

Table5: Sdected resultsfrom farm household and small business surveysin two provinces (1997)

Item (in %) Small Farmers surveys Small business surveys
NP (n=150) KZ (n=152) NP (n=270) KN (n=225)

Agricultura income as % of grossincome 34 28 10 85

Percentage who used |oan finance to finance:

Durables/assets 40 99 14.0 16.0
Farm inputs/other inputs 73 90 70 110

Savings ét (in % of respondents):

Formd ingtitution (average di sance km)?@ 29.0 (60.7) 29.7 (45) 920 77.0
Informal institution (average distance km)° 80.7 (0.0) 29.6 (19) 64.0 76.0

Sources of finance for establishment of business:

- Persond savings 93 73
Retrenchment package 30 12
Pension 17 1
L oan from family or friends 10 5
Loan from development corporation 6 6
Income from other business 4 13

a Theingtitutionswith highest use.
b. Information not available for smal business surveys

The table confirms the fact that rurd people have diverse income streams that may
include farming asa source. Thisisnot entirdy surprising asit represents one of the
numerous ways in which poor people manage risk, i.e,, by diversficaion of income
sources. When we interview on the basis of stereotyped notions of smal farmers, we
may find that a“smadl busnessman” has a higher income from farming activities than
a“gmdl farmer”. We may do find that the mgority of smal farmers may be femde.




However, it is assumed that Since agriculture plays such asmdl part in the household
income streams of most smdll farmers that |oans for agriculture are quite scarce and
targeted towards those that are fulltime farmers (ironicaly the higher risk farmers).
To refer to smdl farmer finance may therefore be somewhat incorrect, whereasthe
concept of rurd finance is non-sector specific and emphasises rurd areas asthe
locdlity of financid transactions.

It is estimated that |ess than 1% of the portfolio of the Land Bank isfor smdl farmer
financing (loans b ow R10000 to keep with our definition of microfinance).
Approximately 30% of the outstanding smal business finance book of provincd
paragatds will be for smal farmer finance. Thiswill decline and should not rise
above 25% as mogt of these banks cap their exposure to agriculture after the
restructuring of these ingtitutions.

It is expected that there exist aleskage to farming activities in the portfolios of some
indtitutions without specific farming loan products. These inditutionsincdude NGOs,
Village Banks, agricutural co-operdives, TEBA Cash, Sokvds and even the
microlending sector. It is however very difficult to assess the magnitude of this
leskage.

2.7.3 Accessto financial servicesfor rural households and small farmers

In the find andyss we ae focusng on the access to financid services by rurd
people. In this section we reflect the expressed demand of rurd people for financia
sarvices. Note that demand is eguated to expressed demand since no comprehensive
demand study with respect to rurd finance have yet been executed in South Africa,
baring the andyss of the Strauss Commisson that quditaively deived demand
from a description of economic activities in rurd aress. In Table 6 and 7 some results
of a survey executed in 1997 ae reflected to serve as an indicdion of the
characteridtics of rural households and their use of financid services.

Itisdear from the tables that farming plays asmdl role in terms of income, dthough
amgor proportion of smal farming and smdl business households (thus rura
households) cultivates the land and produce crops. Very smdl proportions of crops or
livestock are sold and the mgjority of the households are deficit producers (Van Zyl &
Coetzee, 1990). The mgority of householdsin dl the surveys do not access credit (or
are unable to access credit services) while most households are engaged in savings
activities.

A rich fabric of informd financid arangements was identified, dthough not a a
comparable frequency with urban aress.  Under the conventiond gpproach dients
would have been bombarded with credit, while in the drcumdances outlined in the
surveys they do not demand a high levd of credit. The dients in these surveys
accesed loans from the development corporations (or provincid parastatd financid
inditutions) and the informad maketls. This may indicae an inadequate supply of
formd credit ether in the form of no access or ingppropriate financid products on
offer. Mogt people who save money have commercid bank accounts. This indicates
an dfort to depost savings snce the mgority of rurd branches of commercid banks
ae in medium to larger towns, which are normdly fa away from these clients. The



PosBank and NGOs did not fegture in the survey results. In the case of the Post Bank
it may be due to the fact that not dl rurd Post Office branches offer savings facilities.

It may dso indicae the inefficent sarvices provided based on outdated savings
product technology (this has recently been addressed by computerisng the manud
centralised processng system of the Post Bank). Very few financid NGOs are active
in rurd aress in South Africa and the penetration of the rurd finance market by NGOs

is therefore negligible.



Table6 lllustrative profile of farming householdsbased on recent surveysin two provinces

Northern KwaZulu/Natal
Province (N=152)
(N=150)
Household characteristics
Male household head (%) 68.0 724
De factofemae household heed (%) 99.3 66.4
Household size - 88
Land tenure
Cultivate dl land (%) 79.3 58.6
Leased land out (%0) 80 99
Borrowed farm land (%) 93 138
Serwces and energy use (% of households)
Usegrid dectricity 73 61.8
Use flush toilet 13 13
Cook with firewood ggg gg 2
Water source unprotected .
Public standpipe 440 191
Gross annual income (R )
From farming 3A 637
From wages 9308 14157
From micro enterprises %‘71?1 i%g?
From remittances
From pensions 1489 2667
Farm assts- % of households with:
Ca/Bakkie 53 220
Tractor 53 20
Traler 20 13
- PFough 48 60
Credit used to purchase durables (% of Main source of credit
households)
Car/Bakkie Commercid bank - CB 33 CB 99 PS
Generator Private supplier - PS 13 - 26 -
Refri gerator 40 CB 329 PS
Television 20 - 197 -
Savingsfacilitiesused (% of households) Distance to ingtitution
Banks (km) 30.0 60.7 | 487 450
Money keeper 0.0 00 39 210
Informal 80.7 00 29.6 19.0
Farm inputs financed on credit (% of households)
Fertilisers 73 90
= : :
Fam aug pment hired oy 6o
Veterinary medicines 88 88
Livestock feed 00 90
Ploughing sarvices 80 100
Trangportation services
Credlt sour ce used to finance farm inputs and implements (% of h/h)
Locad money lender 07 0.7
Friend or relative 47 33
Deveopment corporation 10.0 00
Miller 00 00
Stokvd 00 00
Savingsdub 90 29
Input supplier 00 00
Commerdid bank ) ’

Sourcec Adapted from Ouattara and Graham, 1997




Table 7: Illustrative profile of small business househol ds based on recent surveysin two provinces

Northern Province KwaZulu-Nad
(N=270) Province (N=225)

Averageage 26 46

Femde (%) 216 22.9

\Women who can sign contract without husband' s permission (%) 33.0 70.7

Number of yearsin operation 83 10.0

Number of workersat start 32 45

Averagevdue of business a start (R) 5612 4509

Number of current employees 35 46

Sector of operation (%)

Construction 37.8 355
Manufacturing 26.3 26.7

Multiple sour ces of financing businessat sart (% )

- Persond savings 933 73.3
Retrenchment package 29.6 120
Pension 174 09
Loan from family or friends 100 49
Loan from development corporation 2? 1%23
Income from other business - "

Sole ownership (%) 87.4 93.8

Regigtered business (%) 3.0 227

Place of work (%)

Home 370 34.7
Adjacent to home 74 53

Market 50.4 333
Place of delivery of sarvice 52 26.7

Selected income, input and output indicators (R )

Average wages received per month 1326 1102
Average remittances received per month 739 1360
Average pensions per month 414 438

Average businessincome for business 1 per month 3601 2057

Average busnessincome for business 2 per month % ;g? % g&g)
Average businessincome for business 3 per month 1250 10886
Average annud agriculturd income 17 913 12 995
Average value of physical assets on hand 1067 12703
Averagevdue of inputs per annum Q031 58 044
Average value of output per annum 25 360 41380
Average labour expenditure per annum

Use of loans (%)

- Asst finance: Cash loans 10.0 10.0
Asset finance: Hire Purchase 14.0 16.0
Supplier credit 70 11.0
Customer loans 18.0 16.0
Shopkeeper loans 560 B

Savings (%)

Formd : Mostly commercia banks
Informd: Stokve %8 %8
Informal: Burid society 64.0 220

Electronic banking 35.0 18.0

Handling of shocks or misfortunes (%) 21.0 520
Main principle cause: Stolen equipment (% of shocks) 52.0 31.0
Main falback mechanism: Persona savings (% of shocks) 67.0 24.0

2.7.4 Conclusion

The present usage of banking and financid services by M SEs (including smdll

farmers) is very smdl, with aminute section of the market presently being reached,
edimated at lessthan 1 %. Thisisthe most unbanked area of microfinarce, and an

aeathat is dill in the introductory phasein the microlending industry. No study

exigs which provides a comprehensve overview and andyss of overdl supply to the

lower income and MSE market. Exigting sudies provide an overview of the




indtitutions active in this market, but do not quantify supply in terms of dients

reached. This study necessitates an overview of outreach, and therefore an indicative
(rather than exhaustive) summary is provided based on an andlysis of indtitutions
active n the microfinance market.

South Africa has a vibrant microfinance sector thet reflected immense growth over the
last decade. It is however focusing on the wage and sdary earners and comes mostly
targeted as consumer credit. The sector’s growth was ghenomend and the current
Sze of the sector on the basis of current portfolio is estimated as R13 billion and the
vaue of loans written per year is estimated a R25.8 hillion. The mgority of financid
transactions however take place in urban aress.

Rurd finance in South Africa received comprehensive attention & the policy leve
through the activities and reports of the Strauss Commisson. Many of the
recommendations have been implemented, but as we face redity, implementetion is
dow. The perception exigts that, barring the activities of the Land Bank and the
village banks, rurd financid service offerings are decreasing. Thisis especidly true

of formd private sector servicesto rurd people. Rurd people make the most use of
savings fadilities and they save mogtly & commercid banks. Even ther informa
savings activities eventudly lands a commercid bank deposit accounts. Commercia
bank branches are getting scarcer in rurd areas. Thisincrease the transaction costs of
rura depositorsand indeed contributes to less aless efficient financia market.

If we judge access to financid services on the bads of the presence of outlets of
finandd inditutionsin rura aressit is goproximatdy 35 per cent of tota outlets
Thisismuch less than the total proportion of peopleliving inrurd areasin South
Africa, however it isafair reflection (even an over satement) of the proportiona
digribution of economic activity. Further, the outlets estimated in rurd aress are
skewly digributed, as most of the private sector outlets would be focused on larger
towns and smdler citiesin rurd areas where a higher incidence of wage or sdary
eanerspreval. Thisleavesalimited supply of financid services (judged on presence
of outlets) inthe rest of therurd aress.

With the withdrawa of the conventiond formd private sector inditutions from rural
aress on the one hand, and an emphasis on wage and sdary earners by the “ new”
formd private sector financiersit is not expected that financid service provison to
rurd peoplewill improve. Thisis especidly true for the sdif -employed rurd
entrepreneur and the unemployed in rurd areas. Thefact remains, if rurd people do
not turn to saf-help organisations, no redl volume of financia services will be
forthcoming in rurd aress. This emphasis on slf-hdp schemes is evident from the
rich fabric of informd financid groupsin rurd arees. These groups or collective
action endeavours come in many guises and take place in many different locations. It
ranges from the joint financid endeavours of the employed, to the joint efforts of the
unemployed and dedtitute.



3. Rural livdihoodsin South Africa
3.1 Defining rural areas and livelihoods

Rurd aess have been very difficult to dealy define in South Africa due to the
prevdence of various setlement regimes (homeands, eic) tha were creasted as a
result of previous government's policies. In some literature the term ‘rurd’ has been
vagudy defined as non-urban areas. Reference has dso been made of rurd aress as
non-urban pats of the country that ae not wdl sarved by physcd and socd
infrastructure.  According to the Srrauss Commisson report (1996a), avalable daa
does not dlow a more accurde definition of the rurd population in South Africa
This gtuation may be dtered by a recent rurd survey in South Africa by Statidics
South Africa

The man features of the rurd aess are reflected in the Strauss Commission report
(1996) as being that rurd households are vulnerable to poverty risk and that there is a
certain degree of migratory tendencies. It draws on both nationd data as well as case
dudies of rurd locdities, confirming that rurd people of South Africa ae & a
gonificant risk of beng poor. This rik is not only higher in rurd aess than
dsawhere, but dmogt three-quarters of the poor in South Africa live in rurd aress.
The risk of being in poverty in rurd aress is dso larger amongst women than amongst
men.

There is a marked tendency by rurd folks to migrate from one locdity to ancther (not
necessarily to urban areas). Migration means that one or more family members leave
the resdent household for varying periods of time, and in S0 doing ae adle to make
new and different contributions to its wel being (athough such contributions are not
guaranteed by the mere fact of migraion) (Ellis 1998). Mogt evidence points to the
dedre to diversfy sources of income by the family as a mgor motive for migration.
Intrarurd  inequdity, with economic surplus among the rurd rich and labor
digolacement among the rurd poor, is a poweful influence of migration. Much
migraion remans ruraktorurd. Sdective migraion by young rurd men has caused
large, but irregular remittances of savings and sious inequdities among the
remaining, often aging rurd, rura poor (Strauss Commission, 1996a).

Theterm livelihood has been used differently by different authors. With synonyms of
the word being living, subsstence, sustenance, maintenance, support, keep, €c, it
denotes the means needed to provide the necessities of life. According to a DFID
(1998) report on sugtaingble rurd livelihoods, aliveihood comprises the capabilities,
asts (including both materid and socid resources) and activities required for a
means of living. Inthetext ‘ Land, Labor and Liveihoodsin Rurd South Africa, by
Lipton, Ellisand Lipton (1996) the term livelihoodsis used in the place of jobs,
because most farmers and farm workers work in agriculture only seasondly and often
part-time. They daborate this further by stating thet, individuas and households
cregte aliving from various sources. farming, rurd non-farm work and seasond
migration to work away from their homes. A livdihood is thus summarily defined as

the rumber of daysin ayear sufficient to produce enough income to keep aworker
(plus dependents) out of poverty, which in the particular text is pegged at 200 days
per year.



In reviewing the livdihoods of gmdl-scde famers in South Africa it is therefore
essentid that there be focus on the famers capabilities, ther assats and the generd
activities that they engagein.

3.2 KwaZulu Natal Case study

May (1998) andyses the paterns of livdihoods that characterize rurd households in
KwaZulu Nad. He uses survey daa collected in the 1990s to examine living
dandards and incidence of poverty in South Africa

May differentiastes households according to their resources and assts (access to
physcd and human capitd), the activities from which they derive incomes and the
outcomes in terms of household and per capita incomes. In his work households are
diginguished according to the dominant sources of income within ther diversfied
livdihood packeges These incdude urban remittances, formd sector employment, and
adso encompass a wide range of other supplementary sources. The emphass is tha
people in rurd aess engage in a wide range of activities in order to generae a
livdihood. Davies (1996) (in May, 1998), notes that the diverdfication of income
sources is a key factor influencing the wedl being of households in rurd aress.
According to him, through diversficaion households are able to buffer agangt risk in
agraian environments. By engaging in diverdfied activities houssholds may be seen
as trying different options, which they hope, will generae an adequate and sudtainable
livdihood that is redlient to shock. This conditutes what can be cdled a liveihood
drategy, and is an outcome of decisons and conflict over use of the household's
resources.

In trying to undagand wha influences households to choose particular livedihood
draiegies there is need to have an understanding of the environment in which the
households live. KwaZulu-Natd is the province with the largest population in South
Africa, edimated a 98 million in 1995 living in 16 million houssholds This
population grew a about 2.3% per anum then, and was expected to reach 129
million by 2010. In 1995 52% of the populaion wee consdered functiondly
urbanized, one third of which were living in informd settlements Urbanization is
expected to increese to over 60% by 2020. The dze of the provincd population,
however, will not continue to increese due to the influence of the AIDS pandemic.
KwaZuluNad’s population growth rate declined to nearly 1% due to deeths caused
by AIDS. This will have a mgor influence on the ability of rurd people to ensure
viable livelihood srategies and dso need to be consdered in any drategy put forward.

As dated earlier, assats are a very important aspect when anayzing the livelihood of a
paticular group of people The assets avalable to rurd people in KwaZulu-Natd
indude land, labor, human capitd, agriculturd cepitd, entittements to pensons and
entittements to intra-households transfers (May, 1996). Just over hdf of African rurd
households in KwaZulu-Nata (53%) have access to land for the cultivation of crops,
which is more than twice the incidence of land holding by rurd African people in the
ret of South Africa However land holdings vary by region within the province
(Muller et al, 1987 in May, 1996). Studies caried out by the Southern African Labor
and Devdopment Research Unit (SALDRU) in South Africa in 1993 on incomes and
expenditures reved that average land sze for households access to land is gmilar in



KwaZulu-Natd to the nationd average, @ two hectares per family. However, average
land Sze per adult equivaent is smaler in KwaZulu-Natd, at haf a hectare compared
to with 0.8 hectares in the rest of South Africa This reflects the population densties
in rurd KwaZulu-Natd, and is consgent with the smdler fam szes found in the
commercid sctor (May & Amin, 1995). Livesock aso represents a ggnificant
resource for the people of KwaZulu-Nad. Livestock ownership is highest in this
province than in any other in the country with about 31% of the households owning a
herd (May, 1996).

The SALDRU survey identified five man ativiies by which rurd households in
South Africa generate incomes. These include agriculture, non-fam sdf-employmert,
wage labor, dams agang the date (old age pensons and disability grants) and
damsagaing household and community members.

Quatara & Graham (1996) documentedic conditions and access to financid services
anong sdected homdand farming communities in KwaZulu-Natd & the Northern
province in South Africa

Household surveys in the didricts of Port Durnford and Hlabisa in KwaZulu-Natd
reveded that people in these aress are rdatively poor, and mos are not sgnificantly
engaged in agriculturd  activities for commercid purposes For households with a
faming tradition, access to forma agricultura extenson sarvices was shown to be
vay limited (Quatara & Graham, 1996). Other important issues that the study dug
out are that:

Access to financid services by households was limited despite the fact thet

commercid banks were being used extensvely in the area. So people were

besicdly depositors, but banks were offering dmost non-exigent credit in return.

Moneylenders, friends, and rdatives formed the bulk of limited source of

financing for the household.

Only avery smal amount of credit was associated with agricultura production

activity with the bulk of it used to purchase consumer durables (televison sets,

refrigerators, etc) aswell asfood, clothing, education and medical services.

Major source of income was outside wage employmern.

Wedthier people had higher chances of accessing loans.

KwaZulu-Natd adone cannot be used as a proxy of wha the rurd livdihood Stuation
in South Africa is like, because the province seems to have a Sgnificant advantage in
terms of access to agriculturd and productive equipment compared to the rest of rurd
aessin the country.

3.3 Northern Province case sudy

Baber (1996), in his paper ‘Current livelihoods in Semiarid rurd aess of South
Africd, compares the patterns of livdihood in two Northern Province communities
Mamone and Rantlekane. According to him the communities differ in regect to Sze
remoteness from employment centers, tenure sysem, landlessness, the origin of the
community, and the length of time in which the households have been stled in the
aea. One community relies heavily in agriculture whils the other is typicd of many
of the Northern province sdttlements in its meager agricultural resources and greater
dependence on the outsde economy. The author further dresses that the contrasting



patern of rurd livdihoods that emerges in these two settlements helps to illudrate the
neture of the rurd economy, and can be used in assessng the livelihoods in the semi-

aid regions of South Africa

Data andyss results showed that remittances provided two thirds of tota household
income in Mamone, whilsg 93% of houssholds in Rantlekane count remittances as one
of ther income sources Most of the remittances are from migrant workers The
gregter role of remittances in Rantlekane is congruent with its higher migration retio
and a result of its week locad economy (Baber, 1996). Seventy four percent of the
households in Mamone have agriculture as one of their sources of income, compared
to 34 % in Rantlekane. The rest of the activities contributions to the households are
dmog dmilar. The difference between the two settlements bility to provide locdly
basad livelihoods is shown by the grester contribution mede in Mamone by informd
economic  activities,  infforma  employment, locd busnesses and in paticular
agriculture. In Mamone just less than hdf of totd resident income a the community
leve is generated in the locd economy, and roughly a quarter of this is in the form of
ayriculture. In Rantlekane, by contrast, only 30% of totd resdent income a the
community level comes from locd economic activity, and agriculture forms only one
or two pecent of this The poor dae of cropping in Rantlekane rdaes to
landlessness, monoculture (rdiance on maze only), the more aid dimae and the
tenure system (Baber, 1996).

According to the author, this hampers backward linkages with other activities, such as
ploughing and trangport busnesses.  Also interegting is the fact that in both
communities pendon income forms a sgnificant proportion of totd income, and plays
an esatid roe in lifting some houssholds out of the word extremes of poverty.
There is a tendency by the pensoners to didribute their penson even to those
households other then which they live especidly femde-heeded houscholds thus
benefiting those househol ds without remittance income.

A dudy was dso done on the former Lebowa homdand, now pat of the Northern
Province. The reveations were that people were reatively poor, not wel educaed,
and with limited access to public sarvices The mgority of households were headed
by a de facto femde heed, and a least one member of the household was ether a full
time farmer, or sdf employed. Just like the dudies caried out in some didricts of
KwaZulu-Natd, household access to financid services and to loans in particular was
shown to be limited, dthough savings were dso hdd in commercid banks (Quattara
& Graham, 1996).

Although caution must be exercised when projecting up to regiond or nationd leve
from the results of handful of micro studies they undoubtedly are good proxies of the
reality of the livdihood dtuation in rurd aress. Of notable sgnificance is the fact thet
agriculture seems to be playing a limited role in the northern parts of the country. It is
probably in this light that households there dso have diversfied sources of livdihood.
It is therefore criticd to policymekers that when they meke avalable opportunities
that overcome transaction costs faced by such communities like credit markets, they
not only fund agriculture but other money generating enterprises aswll.

3.4 Western Cape case study



In the Western Cgpe, Cousins & d (1996) caried out a sudy on rurd liveihoods and
grdl-scde agriculture. Theirs was an evaduation of developmentd projects that hed
been in place in the province snce the early 1980s. These projects were amed a
meking land and support services avalable to would-be smadl scde farmers from the
loca colored community, who hed been denied meeningful opportunities to engage in
agriculturd  production other than as fam workers. The prgects were community
gardens and a fam whereby pat time and full time smal holders engaged in various
enterprises.

The program had two community gardens, condging of 10m x 15m dlotment plots
for about 40 members and used manly for vegetable production, and whilgt the farm
was 136 ha in extent with 9x to eght smdl holders producing a mix of fruit and
vegetables under irrigation on holdings ranging from 0.75 to 2 ha each, together with
both intensve and extensve smd| livestock (Cousins, Cousins & Theron, 1996).

After enjoying a period of bliss the project dated experiencing problems, some of
which are 4ill being faced to date. Studies caried out by Cousins, Cousins & Theron
(1996), give a detaled description of the exact nature of the problem as they followed
the program from inception through the various phases that it went through. It is in
this regard thet they came up with lessons that ought to be consdered when sSmilar
ventures are proposed.

Some of the recommendetions that the authors came out with for future work on

enhancing rurd livdihoods are

» They found out that members of the projects demondrated that aspirant smdl
scde fames in the region possessed consderable agriculturd  knowledge and
kills as a result of previous involvement in the commercid farming sector,
moglly as laborers. This according to them confirmed de Klerk's (1995) assertion
that “commercid fam employees were probably the largest pool of potentid
gndl scde famers in the Western Cape’, but dso suggested that ex-fam
laborers should be incdluded the pool.

» Rik management drategies of smdl famers mugst be teken into account when
desgning programs to promote agriculture as a source of livdihoods, and ae
likdy to influence famers responses to inditutiond arangements and financid,
technicd and other sarvices. This is paticulaly the case when capitd intensve
enterprises with long lead times, such as fresh fruit growing, are established.

» Diverdfication came out to be an important risk management drategy.

» Adeguate levds of financd support are a prerequigte for farming enterprises,
and particularly so for capita intensve forms of productions such as fresh fruit.

» Support services providing gppropriate technica advice, management support and
possbly meachinery and equipment hire savices ae vitdly  important,
paticulaly in the early sages of smdl farmer devedopment programs (Cousins,
Cousins & Theron, 1996)

Conddering the fact that the evauation process reveded thet the above project was at
crossoads with its future uncertain, the above recommendations ought to be taken
serioudy by policy makers whenever they are designing probable projects amed a
enhancing rurd livelihoods.



It is clear that in rurd aress of South Africa, as shown by Northern and KwaZulu-
Natd provincd dudies referred to above, faming on its own rady provides a
aufficient means of surviva. What is apparent is that rurd households depend on a
divee portfolio of activities ard income sources, among which crop and livestock
production festure alongsde many other contributions to family well-bang.

The five case sudies mentioned here, dthough regiond, reflect to a certain extent the
means of liveihoods in rurd aress in South Africa It s clear that some provinces are
better endowed than others with respect to resources, thus giving the rurd folks more
choices from which to generate ther livdihoods In a nutshdl, people living in rurd
aeas of South Africa use every means possble to generate incomes and thus
divergficaion of income sources ssems to be the prevdent way of making ends
mest.

4. Rural livdihoods and finance

Having looked at the pettern of rurd livdihoodsin South Africa, we now integrate it
with smdl scae financing of enterprises, so asto be dearer on the need for financia
sarvicesin rurd aress. The characterigtics of rura areas, which make them unfriendly

to busness, become a centrd issue here.

4.1 Obgaclesto rural finance

Coetzee et d (1994) highlight some of the condraints that ought to be dleviated for
the rurd finance markets to work. These condrants ae imperfect information,
collateral requirements, lack of infresructure, spatid didribution and covariant risk.
According to them, impefect information is the man resson formd financid
intermediaries do not operate in rurd aess. A lack of information incresses risk, and
therefore the transaction cost to the lender. Financid intermediaries manage ther risk
according to the information they have avalable Adverse sdection can be made
because of inadequate information about borrowers and the lenders therefore need to
add a risk premium to the interest rate charged. Stiglitz and Weiss (1981) argues thet
this can lead to lower risk borrowers being discouraged from borrowing and incressed
advase sdection dnce lenders know that sourcing higher  interest from  good
borrowers can result in adverse sdection so they opt for credit rationing.

This is gpplicable to dl rurd aress of Sauth Africa where lenders often have minima
information of the repayment cepacities of entrepreneurs, and rather than go the
adverse sHection route they prefer to ration credit. This has implicaions on the
reduction in welfare and potentid losses in probable livdihoods that would have been
generated if informationa setbacks were to be taken care of.

Ancther ggnificant characteridic of rurd aess is the limited avalability of collaerd
that can be pledged. Rurd aress often lack assets or a track record to subgtantiate their
loan gpplication. Commercid lenders, whose mandate is to get a reasonable return on
invesment on bankers funds, tend to shy away from these people as they redize that
in cases of default they have nothing from that borrower that they can sdl to recover

their money.



Complementary infrastructure dso influences the performance of financid markets in
rurd aess. This refas spedificdly to the avalability of other supportive markets,
such as an insurance maket, and technology to fadlitate the flow of information.
Poor road networks and telecommunication facilities exacerbete the problem.

Sdtlement patterns that are prevdent in most rurd aress meke the ddivery of
financid sarvices codly. The usudly dispersed and hephazard nature of the
setlements increases the unit cost of ddivering financid services to both the lender
and the borrower.

An equdly crippling festure of rurd aress is the prevdence of covariant risk, which is
bescdly thet individuds in rurd aress tend to experience corrdated shocks to their
incomes. These indude weather variaions and changes in commodity prices affecting
groups of famers. Covaiant risk has grest implications for lenders and is of grest
concern to them since it implies hat a whole group of farmers would be unable to pay
a the sametime.

All these condraints have an effect of increesng the transaction cods of delivering
financid sarvices to rurd aress. In the end the rurd populetion is left with little or no
access to sarvices that would otherwise have complemented their means of livelihood
and probably led to increased wefare.

In South Africa there is a definite need to travd an extra mile if there is to be an
effective ddivery of financid services leading to sudanable financid markets in rurd
aess. Minority governments of the past had deliberate policies that favored particular
population groups a the expense of others. The redity of the Studion is that people
who were worst affected by the discriminatory policies are those who reside in rurd
aess. This therefore adds on to the dready burdensome characterigtics of rurd aress
aready mentioned above.

Large numbers of rurd entrepreneurs and households in South Africa experience
limited access to financid sarvices Pest politicd and economic interference resulted
in dissmpowered rurd communities. Apatheid policies prevented black people from
building up an assst base through land and propety ownership. It prevented blacks
from owning busneses in white areas, and from settling where they chose. Thus
millions of South Africans where not able to meet the set of conventiond conditions
required by formd financid intermediaries such as commercid banks, to provide
finance in this market. These politicd and economic interventions led to increased
market falure in other words government falure led to market falure. The market
itsdf cannot rectify these inefficiencies without an optimum alocation of resources
For the maket to intemediade efficiently certan condrants must be must be
dleviated (Coetzee et d 1994).

One of the more didurbing characteridics of the South Africen economy is the
presence of untgpped human resources and underused naturd and physical resources
in the face of abject poverty. This contradiction is mogt visble in South Africas rurd
aess. In pat they are overcrowded and unproductive, in part cgpable of producing
agricultural surpluses, yet, overdl, incgpable of sudaning adequate rurd livelihoods.
The rurd aress represent an opportunity for rdleasing South Africas credtivity. The
provison of financid sarvices in these aress could be one of the more important



mechanisms in a rurd devdopment drategy for unlocking this potentid (Strauss
Commisson, 1996a). The bone of contention would therefore be how financd
sarvices can be extended to rurd aress effectivdly to achieve the grestest possible
outreach.

4.2 Demand for credit in rural areas

Despite dl the mgor sstbacks mentioned above that seem to be facing the country,
there has been use of financid savices by the rurd population. The Strauss
Commisson report (19968) is agan handy with this kind of information. When the
characteridics of debt were aggregated for rurd and urban households, the following
came out:

Rurd houscholds have had disproportionatdy few loans. Rurd households owed
43% of dl debt outdanding, even though 50% of the households were dlassified
as such. 57% of rurd households are without debt compared with 45% of urban
households.

Rurd households have disproportionatdy smdl debts. The average loan of a rurd
household was R4 249, and compared to R32 299 for urban households
Although rurd houssholds controlled 25% of household expenditure in - South
Africa and represented 43% of the number of households, they owed only 9% of
the outstanding dekt.

Many rurd households use hire purchase agreements and loans from
shopkeepers. Hire purchase agreements or debt with shopkeepers accounted for
73% of the number of loans incurred by rurd households and for 22% of the
amount of debt, compared to 39% and 4% respectivdy for urban households. The
amount of debt owed by rurd aress to these sources is roughly hdf that owed by
urban households to the same sources. Thus while lage numbers of rurd
houscholds have hire purchase agreements and loans from shopkeepers, the
amount of such debt is digoroportionatdy smdl.

Informa lenders are important sources of credit in rurd aress. About 22% of the
rurd households with debt have ther larges obligations to informa lenders.
(Strauss Commission, 19963).

4.3 Government effort

The South African government has dso been making headways in a bid to assst rurd
populations move out of the poverty trgp that they have been embroiled in for years
This commitment has been shown by some of the initigtives that it has teken to try
and make up for the lost decades. One of such initiaives is the Recondruction and
Devedopment Program launched by the mgority government in 1994.

The South Africen govenment in its Recondruction and Deveopment Program
(RDP) white paper of 1994 put across the drategies thet it lad for the future of the
country which were amed a addressng some of the issues the Strauss Commission
report refers to aove. The program sought to mobilize dl the people and the
country’s resources toward the eradication of the results of apathed and the building
of a democaic, nonracid and non-sexist future. With reference to the rurd
populeion, the progran sought to formulate an integraied and sudainable rurd



development policy in conaultation with rurd people, their organizetions and various
dekeholders. In particular, atention was to be given to the broadening of access to
sarvices and support to smdl-scde agriculturd  producers by ensuring access to land,
gopropriate markets, credit facilities, training and support (RDP White Peper, 1994).

To achieve sudainable rurd livdihoods where it is shown that there is need for
financid injection it is paramount thet rura communities be part of the process from
the outset. In the past there has been a tendency by donors (governments included)
and other would be financers of projects globdly, to treat the rurd folks as
beneficiaries in what has been termed directed credit schemes. Huge sums of money
were jus channded into projects manly because there was a fdt need to make sure
there is farness in the dlocaion of resources and dso to address market falure
related concerns. Proponents of the directed credit schemes ignored voluntary deposit
mohilization as they had a drong feding that this could leed to funds flowing out of
rurd aress. Al externd sources of funding are percelved to be less codly then
depost mobilization (Vogd & Adams 1997). This way of thinking is being revisted,
as there are many problems that are sarting to surface because of it.

4.4 The way forward

The micro-finance sector has learnt a lot through decades of continuous funding but
litlte devdopment in rurd areas of the world. The sector, globdly, now seems to be
moving into a scenario whereby the rurd folks are now teking a more participatory
role leading to a paradigm <hift. People, & whom projects are directed, previoudy
referred to as beneficiaries are now being looked at as clients. There has now been a
switch in paradigms to one, which embraces financid markets The finandd markets
paradigm dresses transaction cods as the dominant problem in financid markets. This
includes cogts incurred by both providers and users of financid services. These costs
ae paticulaly large in rurd aess in the provison of microfinancid services and
ae sen as the primary factors condraining the expanson of formd finance.
Proponents for this paradigm aso argue that a combination of interest rates and the
transaction codts imposed on users of financid sarvices, not interest rates adone,
determine the demand for financid services (Vogd & Adams, 1997).

One criticdl aspect that is advocated for by the financid mearkets mechaniam is thet it
dreses voluntary depost mohbilizetion. Unlike in directed credit schemes where
money was sphoned from outsders, the dominant crculgion of money in financd
markets paradigm is horizontd. Inditutions involved mobilize from depogtors the
vagd amounts of money that they lend. This is a vey interesing and seemingly
practicd means of cregting srong relaionships between the financid inditutions and
the borrowers. Only this way can funds be continuoudy avalable when borrowers
need them. Rurd people gan more from such arangements leading to upliftment of
rurd living Sandards

If such an agpproach could be encouraged in developing countries, the donor syndrome
that has been said to be characterigtic of people from this part of the world could be a
thing of the pagt, and we could be envisaging grester paticipation in sdf development
by rurd communities.



5. HIV/AIDS and livelihoods

5.1 Introduction

When reviewing rurd livdihoods in South Africa it is criticd dso to look a the
vaious possble opportunities and threats that the human population is faced with.
One such threat that is currently a nationd menace is the HIV/AIDS pandemic.
HIV/AIDS is a big threat as it undermines dl the efforts that government and the rest
of the populaion could be working towads to uplift the sandard of living of the
South African people When planning devdopmentd projects it is therefore important
for policy makers and dl rdevant stakeholders to redise the extent of the diseasg, its
possible conseguences, and how it can be minimized. This is cudd as it endbles the
planners to factor it in ther plans SO as to come up with programs that redly benefit
the exiging population. This section thus summarizes its demogrgphic, economic and
socid implication nationdly as there are few studies that are rurd area pecific.

5.2 History of HIV/AIDS in South Africa

The firg two cases in South Africa were diagnosed in 1982 with the first recorded
degth occurring in 1985. There were undoubtedly others before that went unnoticed. It
is possble tha the dissase might have dready been there, daing back to the 1970s.
By the end of 1990 the heterosexud paitern was fast becoming the dominant means of
tranmisson. By February 1993, dl but two of the 46 cases diagnosed as AIDS from
1982 to 1986 had died. At the end of 1995, some 9000 cases had been reported of
whom some 8000 were dill dive. However, edimates from component projection
modds suggest that bardy more than 5% of dl cases were reported and only dightly
more than 1% of AIDS deaths were recorded. It was estimated that over 1.8million
people were infected with HIV & that time. Women were more vulnerable to infection
with 73% of dl the reported cases in 1996 being femde (Depatment of Socd
Wefare, 2000).

In 1996, the Depatment of Hedth estimaed that up to 3% of the totd population and
7.5% of the sxudly active population hed been infected by HIV. By the end of 1996,
goproximatdy 700 people were becoming infected each day with the rate of new
infections doubling every fifteen months. By 1998, these projections had become too
modes, the edimated figure now dands & 3.6 million. It is esimated that by 2009,
South Africawill reach of figure of 9x million deeths from AIDS.

5.3 Demographic implications of HIV/AIDS

The impact of HIV/AIDS on the population dructure is both dynamic and dramdic.
There will be dedine in the number of people in specific age groups, namdy 04 year-
olds and 2534 year olds. Since HIV is primarily spread through sexud transmisson,
the mgority of people will be infected during periods of pesk sexud activity in ther
late teens and early twenties and will fal ill and die in ther late twenties and early
thirties. The concentration of HIV/AIDS in these age groups has important
consequences. Over time, the reproductive age groups will move up the population
pyramid and s0, with increased mortdity and deferred births, the dructure of the



populaion pyramid will visbly change Sgnificant gashes will be on the femde sde
of the pyramid and the base will taper inwards due to lowered fertility.

Life expectancy for South Africa is definitdy being affected by the prevaling AIDS
pandemic. Life expectancy is paticulaly senstive to AIDS because degihs occurring
among young adults young children and infants result in a large number of years of
life lost. Those born with the virus can expect to live for an average of 2.5 years, those
born free of the virus but contract it in ther youth or early adulthood have a life
expectancy of 25 years, and for those who never catch the virus are expected to live
into their late Sixties.

5.4 Social implications of HIV/AIDS

The sodd impact of HIV infections within households increases certain kinds of
longterm  expenditure. If infected persons are income eaning, ther illness and
possble death will reduce the household's income Specid nutrition and medicd
treetiment and the inevitable funerd cods conditute a mgor finendd burden on the
household budget. This leeds to a further degradetion in the household economic
daus adversdy affecting the living dandard and qudity of life of surviving
members.  We differentiate between the infected and the affected members of the
household. The affected are the household members that will care for the infected.
We ague that the impact of HIV/AIDS is mogly underestimated as only the loss and
cod of care of the infected is consdered. However, when one condder the loss of
income (and possble dedine in income) of the affected, and the dedine in purchasing
power thus impacting on the market, the effects of HIV/AIDs ae obvioudy
disastrous.

55 Policy implications on strengthening the household’'s coping
capacity

Severd policy options aise out of literature that can be taken to drengthen the
cgpacity of rurd households to cope with HIV/AIDS. The overdl am of these
polides should be to improve both the shot and long-teem wel beng of the
households in ways, which do not create dependency, and a the same time minimize
the risk of members being infected with the virus. According to a 1999 UNAIDS
report various policies are proposed to help fight the epidemic and make sure that the
wdfare of rurd communities is uplifted. Pat of these recommendations reevant to
this work ae improving agricultural production and promoting income generation and
divergfication of income sources.

Improving agriculturd production

Snce the mgority of rurd households dependent on agriculturd production for
ther liveihood, drengthening the household's agriculturd  production  capability
is one way in which the impacts of AIDS can be mitigated. Agriculturd
production &bility of the household can be reinforced by improving ther access to
labor, land, capitd, draught power, and management <kills promoting use of
exiging labor, and capitd saving technologies, and by deveoping technologies
that can make use of the available limited resources.



Income generation and diversfication of income sources

» Programmes, which hdp improve and diversfy the sources of income of
afected households, hdp mitigae the impacts of AIDS. Such programmes
hdp mantan houschold expenditure patens and thus hdp the household
avoid further losses in wefare. According to Donahue (1998), quoted in the
UNAIDS 1999 report, the firg line of response should be to mitigate the
impact of AIDS on households by improving their income eaning cgpacities
The am is to mantan housshold expenditure peterns and promote savings
This, according to the author can be achieved through microcredit projects
that are typicdly amdl, short-term and rapid turnover in nature,

» Promoting income divadfication can  drengthen household's  coping
capacities. In risky agriculturd dimates, households with more diversfied off-
fam income ae less vulnerable to food insecurity. Another drategy is to
encourage crop diversfication and promote a reduction in externd input
requirements.

5.7 Conclusion

This sub-section dearly highlights that great care has to be taken into congderation
when planning rurd development projects for South Africa Assuming that rurd aress
are dfected by the disease a the same rate as the rest of the country, this implies that
in the long term the populaion dructure will be such that there are a lot of young
orphaned children being kept by ther grandparents as their parents would have been
svept away by the pandemic. So there would be a serious shortage of active labor in
rurd aress with a cgpacity to contribute to the wefare of particular households. This
implies tha whaever effort by devdopmentd agencies to prop up agriculture for
ingance must be done on the background that there are labor shortages. There are a
lot of implications from such an incidence. A typica result of such an occurrence
could be an increesad falure by rurd households to payback the seesond loans that
they could be gdting from various agencies dnce their productivity levds would
definitely belowered by the AIDS scourge, due primarily to labor shortages.

A lot of other issues arise due to widespread AIDS relaed desths and they have a
huge effect on how rurd life moves forward. For example some membes of the
family within which a member has passed away due to the disease might fed the need
to migrate to other places and if this was to happen on a wider scde, it could
jeopardize a lot of devedopmenta projects dready going on. Hence the need to look a
the pandemic with great concern.
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