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Foreword

The German Co-operative Federation (DGRV) requested the authors to execute a study on
rurd finance in South Africa, aswell asto research the activities of informd financid groups,
or stokvels as we know them in South Africa. The DGRV emphasises appropriate
information on which to base their support programme in South Africa. Their experience
indicated thet group gpproaches are common to many countries, however very specific loca
differences exist between groups. Thisistrue not only between countries, but aso between
different settingsin the same country.

Gerhard Coetzee was respongible for the sections on microfinance and smal farmer finance.
With respect to the rurd sociology aspects and specificdly the research on informd financia
groups the publication is based on the work of Catherine Cross and her team in KwaZulu
Natd supported by the work done in the other provinces by Mildred Pheeha, Joseph Kau and
Happy Mohane (al from the University of Pretoria). The interview work in the Mpumaanga
group study was under the supervison of At Fischer (rurd sociologist / anthropologist). The
Eagtern Cape interviews were under the supervision of Paul de Villiers (former MD of the
Ciskeian Agriculturad Bank and initiator of the group approach financid product of the bank).

The richness of the results of the research and the fact that thisis one of the first comparetive
dudies of informd financia group behaviour in South Africa, combined with the updated
overview of rurd finance makethisawell timed contribution to the rurd finance research
agendain South Africa. It is published in the form of aWorking Peper. The DGRV’s
objective with working papers is to disseminate research results and discussons as quickly as
possble. Thishdpsto reach another objective, the furthering of the discusson of member-

based financid organisaionsin South Africa
Gerhard Coetzee Bernd Harms
ECI (Pty) Ltd and German Co-operative Federation (DGRV)
Universty of Pretoria
December 2001
Thisbook is published aspart of the DGRV Working Paper Series.
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Summary

Background and introduction

Severd studies on accessto rurd finance and specificaly agricultura finance were executed
in the 1990 to 1994 period in South Africa. However, these were dways inditution or
government department specific ard it was argued in 1994 that a comprehensive sudy should
be launched to ensure a balanced view on accessto financid servicesin rura aress. This
culminated in the Strauss Commisson reportsin 1996. The Strauss Commisson
comprehengvely studied accessto financid services by rurd people and found supply to be
both inadequate and costly. They made severd proposas and some of these are being
implemented. They dso envisaged a monitoring and evauation system to ensure thet
measurement of implemertation of proposdsis possble. Benchmark surveysin KwaZulu-
Nata and Northern province were executed. A range of reports was tabled in 1997. Since
1996, no comprehensve effort has been made to assess the rurd finance Stuetion. It is
estimated that the mgority of the rurd population till has no access to formd financid
sarvices. Recent consumer surveysindicated amgor contraction of commercid bank
branchesin rurd aress. It is estimated whereas more than 50 per cent of South Africanswere
in dose proximity of acommercid bank branch in 1995, this percentage has declined to 30
per cent (1998). Paragtatd indtitutions are decreasing their services and past agriculturd
banks are trandforming and in the process diversfying their portfolios. Thus, barring the
efforts of indtitutions like the Land Bank and others (Finasol, FSA), the perceptionis
srengthened that forma provison of financid servicesthrough aretal infragtructure is
declining in rurd areas. The specific circumstances d small farmers with respect to accessto
support services and specific financid support services are aso bdlieved to be deteriorating.

The Strauss Commission (1996) and Coetzee (1997, 1998, 1999) argued that sHf-reianceis
one of the only answers where supply of forma financia services decrease. Asthe frontier
of formd finance pulls back towards the urban areas very few answers exist for rurd
dwdlers. The advent of the Village Banks of NorthWest province thus pointed to one answver
inimprovingfinancid sarvices. Albat not the only answer it does seem to be aviable
drategy. Thisisemphassed by the work of the FSA and Finasol in different parts of the
country. Surveys dso indicate arich faboric of home grown informd financid indtitutions.

The quegtion then iswhat is the potentid of financid co-operative endeavours at the locd
levd? Isit aviable drategy towardsimproving financid servicesfor rura people and smdl
farmersin South Africa? This study addresses these questions after describing the current
Stuation with respect to supply and use of financid sarvicesin rurd arees. Thisentailsthe
assessment of use of formal and informal sourcesin rurd aress (induding family and friends,
neighbours, moneylenders, microlending inditutions, buriad societies, sokvels and variants,
commerdid banks and more). In addition to the sudying of exiging formd and informa
financid indtitutions opportunities for the provision of decentralised services in the form of
financid ao-operatives are identified. This entailed udying existing inditutions, especialy
the informd indtitutions and ascertaining whether opportunities exist for co-operdtive
approaches.

The lagt aspect of the udy entails the identification of eements of the socid and ingtitutional
fabric of rurd areas and rura people that can be mustered to enhance the success of rura
financia service co-operdives. These are specific to the structure and operation but dso to
the rules of co-operatives. This study isindeed needed in the current time frame and




contributes an interesting perspective, asit is sendtive to the customs, socid Structures and
experience of rurd people.

Supply of microfinance and its presence in rural areas — unmet
demand

The present usage of banking and financid services by micro and smdl entrepreneurs
(induding smd| farmers) is very smdl, with a minute section of the market presently being
reeched, estimated & |ess than one percent. Thisisthe most unbanked area of microfinance,
and an areathat is ill in the introductory phase in the microlending industry. No study

exigs which provides a comprehensive overview and andyss of overdl supply to the lower
income and micro and smd| entrepreneurid market. Existing studies provide an overview of
the indtitutions active in this market, but do not quantify supply in terms of dlients reached.
This Sudy necessitates an overview of outreach, and therefore an indicative (rather than
exhaudtive) summary is provided based on an andlyss of inditutions active in the
microfinance market.

South Africa has a vibrant microfinance sector that reflected immense growth over the last
decade. It is however focusing on the wage and salary earners and comes mostly targeted as
consumer credit. The sector’s growth was phenomend and the current Size of the sector on
the bagis of current portfolio is estimated as R13 hillion and the vaue of loans written per

year is esimated a R25.8 billion. The mgority of finandd transactions however take place
in urban aress.

Rurd finance in South Africareceived comprehensgive atention e the palicy levd through

the activities and reports of the Strauss Commisson. Many of the recommendations have
been implemented, but as we face redity, implementation isdow. The perception exigs that,
barring the activities of the Land Bank and the village banks, rurd financia service offerings
are decreasing. Thisis especidly true of forma private sector servicesto rurd people. Rurd
people make the most use of savings facilities and they save mostly a commercid banks.
Even ther informd savings activities eventualy lands at commercid bank deposit accounts.
Commercid bank branches are getting scarcer inrura aress. This increase the transaction
codts of rurd depositors and indeed contributes to aless efficient rurd financia market.

If we judge access to financia services on the bas's of the presence of outlets of financia
inditutionsin rurd aressit is goproximately 35 per cert of totd outlets. Thisis much less
than the totd proportion of peopleliving in rurd areasin South Africa, however it isafair
reflection (even an over satement) of the proportiond digtribution of economic activity.
Further, the outlets estimated in rurd aress are skewly didributed, as most of the private
sector outlets would be focused on larger towns and smdler citiesin rurd aresswherea
higher incidence of wage and sdary earners prevail. This leaves alimited supply of financid
savices (judged on presence of outlets) in the rest of the rura aress.

With the withdrawd of the conventiona formd private sector indtitutions from rurd areas on
the one hand, and an emphass on wage and sdary earners by the “new” forma private sector
financiersit is not expected that financid service provison to rurd people will improve. This
is especidly truefor the sdf-employed rurd entrepreneur and the unemployed in rurd aress.
Thefact remains, if rurd people do not turn to salf-hel p organisations, no red volume of
financid services will be forthcoming in rurd areas. Thisemphass (and proven reliance) on
sf-hdp schemesiis evident from the rich fabric of informd financid groupsin rurd aress.




These groups or collective action endeavours come in many guises and take place in many
different locations. 1t ranges from the joint financid endeavours of the employed, to the joint
efforts of the unemployed and degtitute.

Informal financial groups to co-operative financial ventures — two
sides of the same coin?

This section reflects on the results of the interviewsin the six provinces. These interviews
were semi-gructured and entrance was gain through kinship or friendship ties. Theresults
from the case materia suggest that rurd savings and credit associations face a number of
characteridtic problems, but are remarkably robust in spite of their risks. Severd groups
faced with disappearance of funds have managed to force their management or the guilty
party to pay back the missng money, and are either il operating, or expect to resume
shortly. The groups, which collgpsed entirdy, faced an unrestorable loss due the
misgpproprigtion, logt their organiser, or suffered from multiple difficulties of an
organisationd nature. At the same time, it gppears to be the groups, which do not have a
strong webbing of overlgpping socid capitd connections that are most vulnerable to the other
risk factors.

The groups themselves seem to be in the process of evolving from smpler savings
mohilisation Structures to more complex types, which are oriented toward income generdtion
and are taking up some of the functions of forma banks. Interest ratesseem to have stayed
seady or fdlen in some of the locdities, but at an average 20-30 percent are prevailing for a
loan period of five or sx months. Interest gppearsto run higher in areas with less
competition in the informa finance market. The overdl devdopment of these groupsinto a
more commercia form and toward share schemes may be hed back by the prevailing
ideology of mutud help and equdity, which has ressted the principle of differentid divison
of group assets. It seems asif the members decide on managesble group size and
manageeble financid products and contain the groyps growth in this regard.

Apart from week socid bases of cohesion, the single most seriousrisk factor affecting the
savings and credit groups contacted is probably financia mismanagement and lack of
trangparency and prompt reporting on financid issues. Opportunities for mismanagement
have proliferated as more complex forms of savings and credit operation requiring a high

leve of literacy and numeracy have taken over from the earlier types. However, some groups
collgpsed immediatdly after formetion due to the embezzlement of the firdt take, indicating
extremey wesk socid capitd linkages and alack of information on which to base member
recruitment (linking here with informeation economics and the dangers of asymmetric
information leeding to adverse selection and mora hazard).

Therisk to group survival from accumulating defaults appears to be lessimmediate than
might be anticipated. Freproofing rules being adopted by many groups seem to have
reduced the risk to the group very sgnificantly.

I nstead, the risk to group cohesion and surviva often comes more directly from the
procedura and leadership demands of running these rdaively complex groups, which create
serious interna stresses. These stresses are then absorbed or attenuated by the shock
absorbing webbing of socid capitd connections, which wire the better-organised groups
together. However, there are in addition demographic and economic red flag factors, which
can increase the sanding tenson within groups. Many of these emerge from the basic




conditions of poverty, where people who do nat fit the ided profile for savings and credit
activity dill need to form such groups. Key condituencies here that are dso risk groups may
be people of pension age who are till raisng young dhildren, and unemployed single

mothers without reliable incomes. On the other hand, as the interviews in the Free State
showed, some groups were formed based on the rule that any prospective member must be
unemployed. Here the cohesion was based on locdlity and socid objectives to accumulate for
Specific needs, rather than to use the group capital to expand revenue streams.

How well these additiond problems are offset by effective and wise management has a great
ded to do with group surviva. Some consderationsinclude:

o Animportant factor in Sabilisng group management may be the availability of outsde
help or facilitation services, which may be enough to tip the balance toward maintaining
operating trangparency and good membership relations, and can dso provide light for the
group management on successful record keeping.

o Another possible dynamic here would be arole for savings and credit groups of the poor
formed on a co-operative bass with rdatively lower interest rates, and aming at awider
dientde and rdeively high turnover. On the example of village banking, groups of this
kind might provide some of the same kind of lower-priced competition for the present
groups centring on well-educated people and charging rdlatively high interest rates.

o Traning needs probably centre on wider dissemination of bookkeeping skillsto enable
memberships as wel as leaderships to manage the complexities of contemporary loan
books, and to ded successfully with tracking and managing interest accumulation. The
lack of financid skills and systems may dso provide the opportunity for the provision of
very basic gandardised financid systems, especidly for groups starting out to expand
revenue sreams from the provision of basic financid services.

Results aso suggest aclear need for cgpacity building work with group organisers asthe
main leaders looked to by group members. These visonary individuas are not usualy
superseded as key leaders by formd officebearers, and may often lack education and
technicd skills needed to oversee and run successful income-generating groups.

The detall reports on the provincid group interviews provide the context and flavour of each
province and the Stuation each group findsitsdf. This should be noted in province specific
initigtivesin the future. The terminology and culturd fit of endeavours should receive
serious atention. Goler van Ravensburg (1999) noted that the co-opertive concept isnot
highly regarded in some cirdesin South Africa. Thisis mainly due to the ingppropriate way
in which the co-operative approach was enforced in the past homelands. Thiswasas
expected with disastrous results. However, the co-operdtive concept isbeing gppliedina
wide variety of settings, without it being sold as co-operdives. The formdisation of group
approaches in the Eastern Cape, the more organised stokvels and buria societies, and
especidly those that generate increased returns for its members, resemble co-operative
goproaches. The purist may argue that resemblance is vague, however, the base approach of
collective action, of the wholeis greeter than the sum of the individua components, do apply.

How could we gpproach the strengthening of current financiad groups? This study
highlighted severd strengthening factors. Many more issues can be synthesised from this
initid work. More detailed studies would lead to more variables thet can be of assstancein




the strengthening of the groups. Thefirst phase of support would be to enhance capacity of
groups, which are dready strong and may wish to work in amore formalised guise, towards
better economic returns for members. Information centres and avareness programmes may
serve to dert these groups to possible points of support, which they can then accesson
demaend.

A second phase would be to evauate groups that came forward and identify those dements
that need strengthening in the specific group in a specific context. Thisis more like afocused
technical assstance for groups then generdisad training programmes.

A third phasewould be to bring groupsin areas in contact with one another, to further build
on the strength of collective action, now between groups and not between individuas.
Obvioudy thiswould be adow process, however, it would be more focused than a generd
training effort not targeted a any specific point of exigting capacity and potentid.

To summarise, the following initiatives could contribute positively to formaisation of current
group’s activities and degpening of financia servicesin rurd aress.

o Thepromotion of the saif-help co-operative through structures dreedy activein rurd
aress, for example, community services, welfare officers, extenson officers to embody
the concept of the co-operative promoter. Thisisimportant to establish conoepts of
collective action which may evolve in alocd verson of a cooperative (for examplea
stokve or aburid society)

o The contextudisation of the concept in the areaapplied by using the traits of successful
groups area specific. The same gpplies for loca terminology and culturd fit.

o Thedeveopment of the ahility to identify groups who would thrive in amore formalised
format — that is those that want to gpply the collective action concept to the generation of
economic revenue. We propose the phased gpproach in this regard.

o Theprovison of training fadilities and systems to support those groups that wants to
evolve into more complex financid service formats.

We all grew up together, we are from the same place, many of us are related and we all
under stand each other’ s weaknesses
(Stokvel member, KwaZulu Natal)
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1. Introduction

Rurd finance in South Africareceived alot of atention during the period in which
the Strauss Commission was active, viz. 1995 and 1996. From 1997 the Land Bank
and the Nationd Department of Agriculture were implementing some of the Strauss
Commission proposds. Over this period amgjor growth in the overdl microfinance
sector in South Africa was experienced.

However, hidden in this growth pettern are severa problems around the access of
rurd people and smal farmersto financid services. Indtitutions previoudy financing
smdl farmersin the past homdand aress are dlosing down or downsizing under
pressure of government cost savings. The supply of financid servicesto samdl
farmersis seemingly not recaiving adequate atention, or very little information is
readily available on activities around smdl farmer finance. Few inditutions ill
concentrate solely on smd| farmer finance and portfolios are being diversfied. This
leeds to the firgt purpose of this study thet of ascertaining whet is the current Stuation
with respect to access and use of financid servicesin rurd areas and specificaly for
amdl farmers.

When policy on smdl farmer and rurd finance is studied no new policy Satements
are evident after the 1995 Agricultura White Pgper and the Strauss Commission find
report in September 1996. Leading from this Stuation it is not clear whether any
concerted strategy and implementation efforts are being made in this regard.
However, thereis arange of activities being implemented around decentralised
financid sysemsin rurd areas. This Sarted dowly in the 1993/94 period and is now
culminating in the structuring and formalisation of locd levd financid indtitutions.
Some of these are in the form of co-operdivetypeinditutions. Thisinterestin co
operative gpproaches to financid service provison raises the question as to what
exactly isthe potentia for co-operative based gpproaches. Thisisaspecific emphass
of this study.

The report isdivided into eght key sections. Following this introduction, a brief
overview of the understanding of the terms of reference is provided. The next section
describes the approach and the techniques that are used to carry out the terms of
reference and the progress with executing the study. The fourth section describes the
upply of financid servicesto lower income groups in South Africa. Thefifth section
explainsthe supply of financid servicesto rura dwellersand smdl farmers. It
provides a higtoric overview and the trends, as well as a description of the Stuation as
wefind it today. The sixth section turnsto the andyss of group based financid
adtivity inrurd aress. The quditative interview results are summarised for the
different provinces and the main points of interest in terms of the terms of reference
are highlighted.  The seventh section eaborates on opportunities for the promotion

of co-operative gpproaches to increase access to rurd financid servicesin rurd aress.
The lagt section summarises the findings of the amdl farmer finance overview, the
group based financid activities analyss, the opportunities for co-operative gpproaches
in the provison of rurd and agricultura financid servicesand list arange of
recommendations towards the furthering of co-operative gpproaches.




2. Background and proposed study

Severa sudies on accessto rurd finance and specificaly agriculturd finance were
executed in the 1990 to 1994 period in South Africa. However, these were dso
inditution or government department specific and it was argued in 1994 that a
comprehensive study should be launched to ensure abaanced view on access to
financid sarvicesin rurd aress. This culminated in the Strauss Commission reports
in 1996. The Strauss Commisson comprehensvely studied access to financid
services by rurd people and found supply to be both inadequate and costly. They
made severd proposals and some of these are being implemented. They dso
envisaged a monitoring and evauaion system to ensure that measurement of
implementation of proposdsismssble. Benchmark surveysin KwaZulu-Nata and
Northern province were executed under the research management of the Devel opment
Bank of Southern Africa. A range of reportswastabled in 1997. Since 1996, no
comprehensive effort has been made to assessthe rurd finance Studtion. Itis
edimated that the mgority of the rurd populaion Hill has no accessto formd
financid services. Recent consumer surveys indicated amgjor contraction of
commercid bank branchesin rurd aress. It is esimated whereas more than 50 per
cent of South Africans were in dose proximity of acommercia bank branch in 1995;
this percentage has now declined to 30 per cent (dready in 1998). Paragtatd
inditutions are decreasing their services and past agricultura banks are transforming
and in the process diversfying their portfolios. Thus, barring the efforts of
inditutions like the Land Bank and others (Finasol, the FSA's), the perception is
strengthened that formd provison of financid services through aretal infrastructure
isdeclining inrurd aress. The specific circumstances of small farmers with respect
to access to support services and specific financia support services are dso believed
to be deteriorating.

The Strauss Commission (1996) and Coetzee (1997, 1998, 1999) argued that dIf-
reliance is one of the only answers where supply of forma financid services decrease.
Asthe frontier of formd finance pulls back towards the urban areas very few answers
exig for rurd dwelers. The advent of the Village Banks of NorthWest province thus
pointed to one answer in improving financid services. Albeit not the only answer it
does seem to be aviable srategy. Thisis emphasised by the work of the FSA and
Finasol in different parts of the country. Surveys aso indicate arich fabric of home
grown informd finandd inditutions

The question then iswhat is the potentid of financid co-operative endeavours a the
locd leved? Isit aviable Srategy towardsimproving finencid servicesfor rurd
peopleand smdl farmersin South Africa? This study addresses these questions after
describing the current Situation with respect to supply and use of financia servicesin
rurd aress. This entails the assessment of use of forma and informa sourcesin rurd
aress (incdluding family and friends, neighbours, moneylenders, microlending
inditutions, burid socidties, gokvels and variants, commercid banks and more).

Theseinditutions are sudied in terms of products, processes, governance and
management. Thiswill entail adetalled andyss and description of products and
processes around these products, an analysis of the internd functioning and dlocation
of respongihilities, an andysis of the palicies, rules and gpplication of such rulesand
al facets of functioning of these indtitutions.




In addition to the studying of existing forma and informd finandid inditutions
opportunities for the provision of decentrdised servicesin the form of financid co
operdives are identified. This entailed studying exigting ingtitutions, especidly the
informd indtitutions and ascertaining whether opportunities exist for cooperdtive
gpproaches.

The last aspect of the study entails the identification of dements of the socid and
inditutiond fabric of rurd areas and rurd people that can be mustered to enhance the
suceess of rurd financid service co-operaives. These are specific to the structure and
operdtion but dso to the rules of co-operaives. Thissudy isindeed needed in the
current time frame and contributes an interesting perspective, asit is sendtive to the
customs, socid structures and experience of rurd people.

2.1 Objectives

The specific objectives of the study are:

0 To asess and andyse the current Stuation in South Africa with respect to access
to financid servicesin rurd aress

o To emphasise specificaly the access of amdl farmersto rurd financid services,

o Toidentify agpects of the socid and ingtitutiona fabric in rurd aress that can be
included in the tructuring and rdes of financid service co-operativesthet will
improve success and strengthen these indtitutions and

o To make proposas on the possible role of financid service co-operatives and
specifically where these cooperatives can be formed to replace or formalise
informa arrangements.

2.2 The Tasks

The gudy will be divided into the following tasks
1. Andyssand description of the current supply of financid servicesto rurd people.

Thisentails an inditutional analys's covering the following topics per ingtitution

o Typeof inditution, origin, higory

o Fnandd products provided and systems and processes related to these
products (product description in terms of product attributes)

0 Structure of the organisation in terms of governance, management and
operations— ddineation of responghilities, rules role and responghility of
members (in member based ingtitutions), choice and sdection of office
bearers, organisation of activities like meetings, atendance, exit rulesand
Strategies.

o Describe the context within which these indtitutions operate

2. ldentify informa group based indtitutions that may serve as abasisto develop
financid service co-operative inditutions, make spedific proposdsin terms of
characterigtics of current inditutions that can be utilised in thisregard.

3. Identify dementsthat should be included in the Structuring and setting of rulesin
locd financid service co-operdives.

The different angle in this study isthat it has to include more than amere inditutiond
overview of rurd finance in South Africa. It should emphasise and identify traits that




can be gpplied to further co-operative financid gpproaches and to ensure success
when structuring co-operdtive financid services.

3. Methodology and progress

The broad nature and restricted time frame of this investigation necessitated a specific
gpproach to ensure that eventud srategies to further co-operative financid services
are sound and based in the redity of locd context. The study is Structured dong the
tasks outlined ebove.

Thefirg gep isto set aworking definition to restrict the sudy to rurd aress. This
will be important in order to retain the rurd focus. We therefore defined rurd aress
asdl areas outdde the large metropolitan areas. We take this gpproach dueto the
integrated nature of South African rural and peri-urban areas and the fact that that
there are many smilarities between the livedihood drategiesin these areas. However,
we provide an overview of the complete microfinance market in South Africaand
then bregk it down in available services for smdl farmers and other rurd
entrepreneurs.

The sudy follows an indtitutiona gpproach. We structured our report on an
inditutiond basis covering the six identified provinces identified. The initid phases of
the study emphasise data gathering and ordering. Severd sources of data have
aready been identified. Although informetion is available to cover some of the
information needs many supplementary interviews will be executed to ensure thet the
correct procedures and functioning are described per inditution analysed, especidly
for theinforma group based ingtitutions. The kind of information needed to assessthe
behaviour of membersin the inditutions will necessitate the gathering of primary data
through interviews with group members. The emphags on behaviour, rules and
sanctions in member-based indtitutions emphasise the sudying of more informd
group based inditutions. Thisisafied that has not received comprehensive atention
in South Africa before.

3.1 Data Collection

The sudy will rdy on both secondary and primary information.  Secondary

information will indude:

o Surveysexecuted in 1997 to serve as benchmark for the monitoring and
implementation of the Strauss Commisson proposas

o Surveysby the agricultural and rurd finance programme at the University of
Pretoria

o Anasesanantt of group behaviour of credit groups in the Eastern Cape province
in apilot scheme run by an Eagtern Cgpe Agriculturd Bank.

0 Information obtained from countrywide consumer and market surveys

Information gathered by the DGRV

o Information from recent research work by the researchers on this sudy

O

Primary information will consist of case studiesthat will be executed in the Six
provinces on different mermber based indtitutions and more specific survey work on
member behaviour, roles and responsibility in sdlected areas. Thiswill provide the




base information for the andyd's on aspects that can be gpplied in co-operative
financid approaches.

4. Supply of financial services to lower income
groups’

4.1 Introduction and structure of section

The terms of references requests an analysis of how the rural
population as a target group presently satisfies its financial needs.
The terms of reference further request an emphasis on small
emerging farmers and female rural inhabitants. In this section of
the report these questions will be answered. We will make use of
several data sources. First, we will provide an overview of the
microfinance market in general. Then we will highlight those
services supplied to rural people and specifically to small farmers.
However, it is clearly impossible to ascertain the exact use in
terms of location and target group of loans disbursed. This will
represent a general view and will also represent the supply side of
the market overview. Second, we will describe the situation from
the demand side. This will be based on the results of recent small
farmer and rural surveys, specifically a survey executed in 1997
and 2000 survey on informal credit.

This section is based on secondary information. We build on information as new sources
are identified. Most of the information has been generated by surveys executed by the
University of Pretoria or work undertaken individually or jointly by the authors.




4.2 Overview of the supply of financial services

4.2.1 Introduction

The demand for banking services by the lower income strata of the populetion is
growing rapidly, dueto avariety of factors. Theseinclude current low frequency of
use of formal banking services by the poor and MSE? market; increased income of the
lower income drata; income redigtribution in favour of lower income people;
urbanisation; risng consumer aspiraions, the rgpid growth of the informa business
sector and, perhgps the most important incentive the last eight years, the relaxation of
the Usury Act on loans bedow R6000 in 1992 and recently to loans below R10000. In
reaction, there has been consderable growth in the microfinance sector, and the
biggest source of growth isfrom the microlending sector. The conventiond forma
banking sector ssems ingppropriately structured to satisfy this rapid 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 emphasising the microfinance market, and are pogting quite remarkable resultsin
the process.

How big is the microfinance sector in aggregate economic terms?
The microfinance sector is still quite small in comparison with the
formal banking sector, but growing much more rapidly. Its
contribution to the national economy is probably not accurately
reflected in the national data, because of the informal sector nature
of many of the industry members, resulting in an under-estimate of
size and contribution to GDP. The finance, insurance, real estate
and business services sector is a significant contributor to the
South African economy, providing approximately 15% of total GDP
in real terms in 1998. The total assets of the banking sector at the
end of 1998 were R654 billion, with advances totalling R545 billion.
In 1999 the size of the microfinance industry was estimated at R10
to R15 billion with advances at R10 billion (Econometrix, 1999).
Recently, a comprehensive analysis of the sector estimated the
size of the sector on the basis of current portfolio as R13 billion
and the value of loans written per year at R25.8 billion. This
analysis divided the sector correctly according to loan term and
other characteristics, and then compiled an exposure on the basis
of annualised figures.

However, any estimate of the size of the microfinance market
should also consider the definition of the micro finance market.
For the purposes of this study the microfinance market is defined
as the market reflecting transactions on loans below R10 000 of
poorer people in South Africa. Poorer people are considered as

% Micro and Small Enterprise (may include small farmers)




those described in marketing studies as people in and below Living
Standard Measurement (LSM) Class Five. In the following table

the 1998 results of an LSM classification is presented.

| Table 1: Living standard measurement categories

LM Number % | Femde Unemployed Monthly Savings Biggest problem Peoplein
(16+) (%) %) income (%) household
®
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 29
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 5,675 5 Crime 25
8 3,246,000 13 49 37 9,752 5 Crime 24
Source: Eskom Consumer Surveys, 1998.

Microfinance dso refers to the savings transactions of the poorer portion of the
population. It isimportant to congder both savings and credit asthis provide afar
more comprehensve picture of the financid market within which poor people
operate. Of course there are more financid products pertinent in this strata of the
financid market. Mogt important after savings and loanswould be the transmisson
facilities thet are an integrd part 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 are aso congdered to be an important
financid product thet will be demanded by the poor.

The present usage of banking and financia services by MSEsisvery amdl, with a
minute section of the market presently being reached, estimated at lessthan 1 %. This
is the most unbanked area of microfinance, and an areathat is il in the introductory
phase in the microlending industry. No study exists which provides a comprehensive
overview and andlyss of overdl supply to the lower income and MSE market.
Exiding sudies provide an overview of the inditutions active in this market, but do
not quantify supply in terms of dlientsreached. This study necessitates an overview
of outreach, and therefore an indicative (rather than exhaustive) summary is provided
in Table 2. In the next section each inditutiond form noted in the table is then
discussed in more detail, focussing on the future role of the indtitution in the lower
income and MSE market. The purpose of this overview isto gauge future forma
support to this stratum of the full financia sector. After this section an atempt is
meade to estimate the rura portion of dients served by each inditutiond format.

4.2.2 Aggregate supply

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




date Rm % Rurd 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
Provincia parastatas i 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 Apr-00 9 10 6,000
Co-operatives iv Dec-99 1,200 80
Commercid Banks % Dec-99 12 4,000 4,000 33 4,000,000
Retall stores vi Apr-00 5,000 1,000 35 2173913
TEBA Cash Vi Apr-00 130 600 172 40 86,667 700,000
Private sector viii Dec-99 40 45 20 100 25,0001 33,000
Regisered smdl ix Apr-00 7,000 5,700 35 5,600,000
loansindustry
Pawn Brokers X Apr-00 300 5,000 35
Informal sector 425 400 1,760 1,150,000 35 0 14,750,000
Mashonisas i Apr-00 150 25,000 35
Burid Societies ii Feb-99 1,560 325,000 35 6,500,000
Stokves i Apr-00 250 200 800,000 35 8,250,000
Total 13,329 8,067 1169572 35 8029580 22,330,100

4.2.3 Public sector

i. Land Bank

The Land Bank has largdly reformed itsdf in terms of its politica postioning.
However, the Bank’s systems 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 dlients and the repayment level isaround 80%. The product is being handled
by the Start-Up group in Cgpe Town and the payments and accounts systemis
handled by Firg Nationd Bank and the Pogtbank. The intention isto expand this
product. It starts at R250 loans and the calling 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, Snce they have only 25 branches. These branches
sarvice their biggest income sources, namedly 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 parastatals

A wide array of falures and limited success is agood summary of the date of the
provincid paragatd financid indtitutions (previoudy homdand inditutions). We

only concentrate on those providing financid services. The mgority of the retall
development finance indtitutions a provincid leve arein severefinancid problems,
based on a combination of inefficiency, bad policy and strategy, and a severe decrease
in government tranfers.




The only successful inditution is the Ithala Development Finance Corporationin
KwazZulu Natd. Thisinditution is the second biggest public sector mobiliser of
savings (after the Postbank). Except for Ithda, the rest of the parastatads arein
demise. Thiswill leave atremendous vacuum, and aready now we can see the large
number of clients with no accessto services. In the Eastern Cagpe asmdl rurd bank
has been formed from the ashes of two conventiona homeland agricultural banks that
were dosed recently. The problem with most of these indlitutionsis alack of physca
premises and outreach (i.e. they have no branch network).

The reformed paragtatd banks are increesingly similar in their approaches to the
enterprise lenders, except that they have afar greater exigting investment and base to
build from. Some have savings as a resource (like Ithada with gpproximately 800 000
clients) and others have inditutiond 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 Post Bank has the second largest reach to commercid banks on anationd scde.

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

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

Products Number of Share (%) Baance (Rm) Share (%) Distribution

accounts Mostly
Savings Bank 1,755,880 85.9 699.6 735 Rura
Telebank 224,173 11.0 43.6 46 Urban
Savings Certificates 63,507 31 208.7 219 Urban
Total 2,043,560 100.00 951.9 100.0

The Post Bank has recently completed an investigation into the feesibility of
providing loans to exigting savings customers. This report has not been implemented
yet. The mgority of the Savings Bank account of the Pogt Officeisheld by rurd
people.

4.2.4 Private sector

i. NGOs

NGOs form an important part of the financial market fabric in rural
areas around the world. The problems of conventional
development finance policy have made NGOs appear to be a
promising option in the field of financing small and micro
enterprises. This view was based on a belief in the ability of the
NGO to reach the target clients and their ability to capitalise on the
vacuum left by the closure of many specialised credit institutions in
developing countries. The NGO lobby became quite strong and
has been elevated to the status of saviours of the poor. What has




happened to NGOs providing financial services? Mostly, they
needed continued subsidisation and this in essence is part of their
inability to provide answers to the retail financial services problem.
This does not necessarily imply that NGOs are bad institutions.
They simply are not the right instruments to be applied in
expanding retail financial services on a substantial scale. This
view is echoed in the Strauss Commission’s Final Report (Strauss
Commission, 1996).

Although the coverage of NGOs by the Commission was not
exhaustive, they concluded that NGOs have very limited coverage
in rural areas. The Strauss Commission also calculated that these
institutions run at very high costs, which impacts negatively on
their sustainability. When comparing local financial services NGOs
with international surveys, as seen in Table 4, indications of higher
efficiency of the international institutions are visible.

Table4: Profitability of NGOsin South Africa compared with a Latin American Survey

Smdl Enterprise Get Ahead Rurd Finance Lain American
Foundation Foundation Facility Comparison*
Loan volume per saff member (R) 26,807 26,138 96,145 54,000
Interest earned/average portfolio 46 42 34 45
Interest paid/average portfolio 14 47 15 29
Grossfinancia margin 32 5 19 16
Non-interest exp./average portfolio 134 153 120 72

* Adapted from Schmidt and Zeitinger (1995) and Strauss Commission (1995). An exchangerate of R3.00=
$1 was used for the 1992 figures. The interest earned/average portfolio percentage is based on an assessment of
interest in red terms. The use of the Latin American Comparison isindicative, and are averages based on a
study of 15 NGOsin theregion.

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 smdl portion of the
microcredit market. Though some * consumption” lending may go towards financing
productive activities, Microenterprise finance comes largely from NGOs and Truds.
Thereis very little overt microenterprise finance from the commercid banking sector
in South Africa, which has put afloor of R50,000 on enterprise lending. Khula isthe
major financier of enterprise finance and reports that there was R108 million
outstanding among about 26 lenders, accounting for loans to 66,000 microenterprises.
Thisisatiny portion of the entire industry. Average loan szes among the
microenterprise lenders are generdly in the R3-6,000 range.

ii. Village banks

In 1994 thefirg Village Bank in South Africa was established in the North West
Province. Thiswastheinitiaive of the International Fund for Agriculturd
Deveopment (IFAD) and the African Rurd and Agriculturd Credit Associaion
(AFRACA). A village bank isin essence a savings and credit cooperdive. Two
more Village Banks were formed until 1996 and theregfter the growth in number was




dormant 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 Association (FSA) work
independently with different sponsors and support groups to increase the number of
Village Banks. FSA, isthe origind indtitution thet was involved in the formation of
the North West Province village banks (dbeit in a much less formalised format). FSA
is being financed by the Department of Welfare to establish the infrastructure to
upport Village Banks and to ensure more Village Banks are formed. The United
Sates Aid Agency (USAID) is financing 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 Financia Aid Fund.

It ssemsasif thereis a considerable demand for collective action formats at the grass
roots level in South Africa. Thisisindeed the premise on which mogt of the activities
of FSA and Finasol is based, and their recent success wit h the formation of more
groups are evident of thisloca demand for financia services.

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 activein Financid Cooperdive Development in SA for the past three years.
Currently SACCOL has 21 Savings and Credit Cooperetives (SACCOs) registered
with it. Our SACCOs have a combined membership of over 6,000 members with
member's savings of jugt over R10 million mohbilised. The loan book has a baance of
R9 million. All loans are issued 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
congdrained their ability and capacity to serve the “ poorest of the poor”, due to the
high start-up and servicing cogts involved in rurd development. While SACCOL hes
not actively sort out rurd area development, it continues to happen as requests for
SACCOL's assgtance in the development of Financid cooperatives kegps coming in.

iv. Co-operatives

The dominant form of co-operatives in South Africa is agricultural
producer co-operatives. Most of these provide financial services to
members, mostly commercial farmers and not entirely the focus
clientele of this study. However, some 40 of these producer co-
operatives initiated project-based endeavours to assist small
farmer development. Some d these services encompass financial

services in the form of production loans to small farmers.

The extengve infrastructure and existing member base of these co-operatives provide
opportunitiesin the provison of financid servicesto members. One oppartunity

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-operative ataches 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 as farmersin the Eastern Cape/Karoo 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 financid services
offered by commercid banks in the past very little atention 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 costs associated with the providon of
retail financid servicesin rurd areas may provide opportunities for collective action
in the form of financia co-operativesin rurd aress. In effect, the withdrawa of
commercid banks in Canada from some farming areas gave rise to the formation of
the strong Canadian Credit Union movement. Thisis something that may hold true
for South Africain the neer future.

v. Commercial Banks

In the drive to high profits and growth many of the commercia banks entered into
mergers and aoquistions with other inditutionsin order to grow market share. The
five largest 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 goproach isin line with internationa banking trends, doser
andydis shows that for South Africathe bigger banks exhibit diseconomies of scae.
The banking environment itsalf has changed significantly during the last few years,
with a clear move towards ATM and internet banking, awvay from the brick and
mortar approach of the past. Old delivery channds 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 ssgments more efficiently than the larger
banks.

Commercid banks only provide alimited range of servicesin rurd aress, dthough
they have the highest incidence of branchesin the rural aress, together with the Post
Office (Strauss Commission, 1996). South Africadso has a higher ratio of branches
per population than esewherein 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 sharpdedinein rurd branchesis dso evident. Itis
estimated that whereas in 1995 approximately 50 per cent of the South African
populaion had easy accessto commercid bank fadilities, this number has declined
recently to approximately 30 per cent.

South African commercid banks are comparable in terms of development 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 that retail banking would
change congderably in the future. Severd issues have an impact on commercid
banks. Little evidence exists 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 stage seems to confirm that
those forces pulling banks into smaller, more fragmented units gppear to be reatively
baanced with those that would naturaly lead to consolidation. Consolidetion is
therefore dow, dueto the fact thet limited exploitation of scae economiesistaking
place. The number of praducts offered by banksisincreasing, which drives up the
tota management cod. It seemsthat retail banking isinefficient 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. Thisresult in far
chesper way's to reach customers 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 epecidly the younger
customers thet are abandoning conventiona branches for the dternative technology
driven outlets

The question of the impact of these trends on rurd finance dso arises. The process
and speed of adjusment and transformation of commercid bankswill differ among
countries. With increased globalisation, the main congraints 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, kegping only those branches with upscae or high net worth
demographics. They will segment their client base and cross-sdl only to those that
clearly offer profit potentid. They will increasingly interact with dients through
electronic devices (the persona computer, the telephone, the Internet), and will
clearly diminish the focus on rurd aress, and especidly remote rurd aress. Aress
without high net worth demographics, dectricity and communication channes will
not be part of the new way of banking. To dl intents and purpases no maor
expangon of commercid bank activities should be expected in rurd aress. One
would only expect banks to show more interest in rurd communities, once technology
has been made bleto rura people.

Small famers and rud peoplein generd will Hill save with commercid banks,
however it will become increasingly 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 aliances with commercia
banks with microfinance portfolios (the case of Standard Bank and African Bank).

To summarise —

o Conventiond commercid bank presencein rurd areaswill declineat an
increasing rete,

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

o emphasswill be on the agribusiness sector and larger producers,

o financd sarvicesto farmers will be provided by the broad retail sections of banks
and farm specific portfolioswill dedine. Thiswill be based on the diverse
income sources of future commercid farmers.




vi. Retall stores

Thefurniture and retail store lenders are the latest entrants to the microfinance
market, primarily arriving since the creation of the MFRC. The furniture industry is
dready a R15 hillion indudtry per year in South Africa, with about R10 billion of thet
being sold on credit. Historicdly, furniture sales have been made under the Credit
Agreements Act, which redtricted interest rates to the ceiling of the Usury Act, while
dlowing the sdler to retain ownership of the goods sold as collaterd. However with
the advent of the MFRC and a clearer more transparent regulatory environment for
micro lending, many of the furniture lenders, as wdl as other retall sores such as
Woolworth's, have aso entered the market. They have registered branches as micro
lenders and are actively promoting micro loans to their regular, well-known dients.
These lenders have a solid credit history on ther dients and 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 sdaried employees, however.

vii. TEBA Cash

Teba Cash is the institution responsible for handling the payments
system of mineworkers in South Africa. They have 172 offices
over Southern Africa. As they have a large compliment of savings
accounts and an immediate market (the mineworkers), they
recently applied for a banking licence, which has been granted
recently by the Registrar. They provide over the counter loan
products (very similar as envisaged for the Postbank) and have a
loan book of around R130 million at this stage.

viii. Private sector agricultural firms

Sarted by the Financid Aid Fund 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
edtablishment capitd and in some ingtances production credit. Some inditutions also
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
agricultura sector, especidly if commercid farmers can be convineced to contract
smdl farmers to ensure throughput and turnover.

ix. Registered small loans industry®

The quick growth of the micro loansindudtry is a product of agap in the market for
gmdl loans. Itisactivein making short to medium term loans available to individud
borrowers that normdly fal outside the formal banking network, due to the ingbility
of the loan gpplicants to provide conventiond collaterd. This gap has been filled by
inditutions that combined easy access arrangements to home-grown collaterd models.

® This section of the report is drawn from the DTI report on Interest rates and Costs in the
micro lending industry, published in 2000.




These operators provide credit services to dients who can provide them with proof of
employment and a bank account. The smdl loans firm withdraws the payments
according to the loan contract after eech wage or sdary deposit 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 incondgstent income patterns. It is not seen as
amgor growth industry in rura arees, except in larger rurd towns.

There are mgjor drivesto organise thisindustry. Severa associations have been
formed and regigtration with the newly established Micro Finance Regulatory Coundll
(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 available information in South Africa fails to differentiate
accurately between rural and urban microfinance. There are
several different segments in the industry:
o Formd regigered firms, which include commercid banks, financid inditutions,

section 21 (not for profit) enterprise lenders, developmentd lenders, and the larger

short term money lenders;
o Sami-formd money lenders, which indlude smdl unregistered money lenderswho

are doing it as their main livdihood and the pavnbrokers, who are not formally

included in the money lending Satitics (yet); and
0 Purdy 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 that 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 etterprise lenders, generdly
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

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, al fees
included. They are the largest number of individua ingtitutions, but eech branch tends
to be rdatively smdl in sze, with loan book of between R50,000 and R500,000. Their
target market is dients with a net income of up to R2,000 per month. The average
loan for these firms is about R500, asit takes into very drict congderation the
capecity of the borrower to repay at the end of the month. Capital resources come
mainly from their own sources, and occasiondly from illegal 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 al loans
less than that period or which are repaid on aweekly basis. Thisraisesthe effective

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




interest rate of the loan. Very important to note that even with the bankcards and pin
numbers, the default rate on loans was in the neighbourhood of 2.5 - 5 percent. Now
that the uses of bankcards and pin numbers have been diminated, this rate has tended
to double among the lenders.

Medium Term Cash Lenders

There is often afair anount of overlap between firms that are lending between one
and 9x monthsand the term lenders. They have amix of productsthat are in mgority
30-day loans, but dso arange of dightly longer-term loans reserved for their better
clients. Average loansin the 1-6 month category can increase to amultiple of the
person’ s actud net take home pay, asthey have more timeto pay it off. Higoricaly,
these lenders have a0 used the bankcard with pin number as the repayment
mechanism. With the restriction of the use of the bankcard, many of these lenders are
expearimenting 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) ard 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 dients, the defaullt rate is generdly
lower, about 2.5 percent, without the bankcard.

Snce 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 specidisng
in cash borrowers are that there are now roughly 3,500 — 4,000 storefrontsin the
country. Thisfigure is down from an estimated 6,000 storefronts two years ago, and is
expected to continue decreasing this year to aceling of 2,500 sorefronts by the end

of theyear.”

® Conversations with Compuscan and MicroLenders Credit Bureau (MLCB) as quoted in the
DTI report, 2000.




Term Lenders

The term lenders make loans for periods between six months and
36 months. The industry started through the use of Persal, the
government’'s central payroll system, using debit orders to get
repayment at the source, before the borrower actually had a
chance to see the money. Now that these lenders are saturating
the market, they are branching out to the larger private companies
to establish credit service relationships with them. This is the most
rapidly growing segment of the industry, but which has often been
restricted by cash to lend. The commercial banks are becoming
increasingly involved in this segment of the market, buying up the
large term microlenders to develop their access to the market,

while reducing the financial constraints on their lending partners.
Housing Lenders

Housing lenders are closdly associated with the term lenders. Mogt long-term
mortgage loans are grester than the ceiling set for microloans and fal outsde of the
exemption. But there are alot of microloars made in the name of housing, asit isthe
basis of accessto a Persal code, which grestly 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, aswell as smdl specidised lending
boutiques. The National Housing Finance Corporation (NHFC) has a number of
programmes to assd retail lenders to access finance to on-lend to borrowersfor
housing improvement.

The NHFC promotes both urban housng as wdl as rurd housing. Lendersin the
housing industry incdlude micro lenders, smdl banks, socid housing programmes, and
non-bank financid ingtitutions (NBFl) such as NGOs. Methods of securitisation
include: none (unsecured), provident fund, payrall, and mortgages. The Rurd
Housing Loan Fund (RHLF) programme works with micro lenders doing housing in
the rurd areas with unsecured loans, for which interest rates of 40 percent (on a
dedining 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 industries in South Africa. Pawnbrokers use
durable and semi durable goods as collatera againgt money thet they advance to
individuas in need of short-term (generaly less than 30 days) funds. These are often
used to finance emergendies, or short term cashflow deficienciesin their dally lives
and businesses. The advances are made againgt the pledged item(s) at arate of 25-30
percent per month, and the borrower has up to three months to reclam hisitems by
paying off the advance, or dse he forfeits the items that he has pledged. Between the
time the pawnbroker has made the advance until the time the dlient comesto reclam
theitem, the pawnbroker must sore 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 asecond 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 redl vaue, the pawnbroker must incur many codts. The
pawnbroker must gppraise the item, trangport it to his shop, soreit for up to three
months (with the opportunity cost of capitd), and, if the item is not collected proceed
with the sdle, which could take severd months depending on the demand for the item.

There are roughly 5000 pawnbrokers in South Africa, according to the Association of
Pawnbrokers, which officidly represents 1500 of them. Pawnbrokers are registered
under the Second Hand Goods Act, S0 are dready regulated and pay VAT ondl
transactions. The cost structure for pawnbrokers differs radicaly from the cost
sructure for micro lenders, due to their primary operation of storing and sdlling the
second hand goods. Mogt loans are for one month or less. Eimating thet 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 month (which
may betoo long), thereisan annud turnover of R3.6 billion.

4.2.5 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 specidise 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 is late, 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 at atime, o 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 smdl, in absolute terms, in the range
of R2-3,000 per manth. Interestingly enough, it gppears that most mashonisas are very
closeto ther dients and the clients are loyd to them. The borrowers survey,
referenced below, demondrates 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 approximately
30,000. Thisisthe figure thet has been developed by Du Plessis and is most
commonly referred to by researchers. The research by Jmmy Roth on Township
moneylenders in 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 clients with atotal outstarding book of
about R5,000. Therefore, using this as a proxy, the township lenders account for about
600,000 clients on amonthly bads, equd to the number from the formd

moneylenders, but ther outstanding book is significantly smaller, about R150 million.
On an annud bags this comes out to R1.8 hillion.

6 By Matome Kgowedi from the University of Pretoria.




iii. Stokvels and Burial Societies

In this ingance, we use Stiokves 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 arotaing bass. These include the Stokves, properly
dated, burid societies, and rotating savings and credit associations (ROSCAS).
According to the Nationd Associaion of South Africa of Stokvel Associations
(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. This alows for stokvels,
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
officdly regigtered with NASASA, but in actudity, as dl Stokves are only providing
sarvices to their own members, thisis consdered to be safe.

Interms of caculating costs associated with lending, there are very few. Management
of the associationsis voluntary, and mogt of the funds are normdly distributed to
members a 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 redistribution 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 outdanding. The estimates are consdered to be conservetive.

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 conservetive bass that if each one of the members

contributed R20 per month for a year the accumulated tota will be R1.56 billion.
Thisis asevere under-estimate as many of these societies have monthly contrioutions
per member far in excess of R20 (see survey resultsin section 7). However, we aso
condder the redity that much of these savings would be deposited with commercid
banks, the Pogt Office Bank or other forma savingsfadilities. Thus, double caunting
may be possible and the totd savings figure should be treated with caution.

4.2.6 Discussion

It is clear that the smdl loans industry (consumer lending) dominates the
microfinance loan market, while the commercid banks dominate the microfinance
savings market. Thisis not an exhaugtive overview but rather an indicative overview.
It relates coverage (outreach) with the high cost of intermediation as found by the
Strauss Commission (1996). Table 2 indicates a substantia outreach at first glance.
However, if these indtitutions and their clients are Sudied more carefully, the
following observations can be mede:
o More dients have access to savings and transmission facilities than to credit
fadilities




Micro and small entrepreneurs have only limitedaccess to loan facilities.
Consumer lenders provide the mgority 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 services, indicated by the lack of presence of providersin
rurd aress, are offered in the larger towns.
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5. Rural and small farmer finance

5.1 Recent history of rural and small farmer finance in
South Africa

Recent history can best be summarised by the work of the Commission of Inguiry into
Rurd Financid Services, better known asthe Strauss Commisson. The Commission
was active in 1995 an 1996 and made arange of recommendations of which the most
essentid are highlighted here.

The Commisson congdered 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 sarvices, 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
crecumgances. The Commission cdled for adetailed set of guiddines on the

management of subsdies and grants, induding their phasing out.

A rolewas identified for the state to fecilitate as well as co-ordinate the provison of
financia services, with specid attention to the needs of women. In thisregard the
Commission proposed thet the Land Bank be tasked to fulfil thisrole. Theway in
which the Land Bark, the state and other ingtitutions act must be in support of the
market. At the same time the inherent wesknesses in the exigting ingtitutiona fabric
must be acknowledged, as these indiitutions are not able to cortribute to the ams of
rurd recondruction on a nationd basis without appropriate and active support.

A review of the policies and activities of different Sate indtitutions, such as
government departments and parastatal's pointed to the dangers of 1ot development
potentid unless co-ordination takes place. The Commisson therefore argued that the
sate must ensure that the improved availability of rurd financid servicesis provided
aspart of an integrated rural development srategy. This programme mugt indude the
land reform and housing programmes, the upgrading of infrestructure such asthe
provison of water, eectricity and roads and capacity building, especidly a theleve

of rurd locd governmerntt.

The Commission aso argued that the sate must acknowledge the current gep in rurd
finance ddivery, and an overlgp in the prospective policy briefs of the state funded
development finance indtitutions. Internationa experience points to the success of
multi-sector financid inditutions a a retail level and arich discussion exists on gpex
inditutionsinternationaly. However, thereisvery little experience, and little mention
ismade, of the advantages and disadvantages of multi-sector ver sussingle sector




wholesde inditutions. The Conmission accepted thet dl nationd deve opment
finance ingtitutions have mandates to ether continue or commence the extenson 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 infragtructure projects, Khula Enterprise Finance (KHULA) intends to
finance Smdl, Medium and Micro Enterprises (SMMES) in rurd aress. The
Industrid Development Corporation’s portfolio aready includes large-scale agro
indugtrid invesments. The Commission supported the need for afinancid inditution
a nationd level, such asthe Land Bank, with both wholesde and retail activities and
the respongibility to dedicate specid atention to the needs of land reform programme
beneficiaries. The Find Report (Strauss Commission, 1996) of the Commission
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 provincid
development corporations should be the result of specific congderation and
conaultation. This should be ajoint gpproach of the nationd Minigtry of Finance, the
nationd development finarce indtitutions, the provincid departments and the
provincid development corporations. The proposed development council should
provide guiddines for this purpose, without atempting to design detailed blueprints
for implementation at the provincid and retall level. This gpproach ensures that
within aflexible framework, specific implementation srategies thet reflect the redlity
of aspecific setting or province could be worked out at provincid levd, rather than
being prescribed from the nationd level. Overdl the same rules should gpply;
implementation should however be redigtic and pragmeatic.

At the retall interface with rurd dientele, the Commission recognised the important
role of the Post Office in satisfying the most basic financid service needs, especidly
of the poores, less mobile segments of the rura population. Commercid banks have,
however, increased their outreach, and are well-placed to offer savingsfacilitiesin the
larger rurd towns and respond to loan requests from smdl business entrepreneurs.
The NGOs have shown themselves able to reach a micro-enterprise leve that the
formd banking indtitutions do not yet serve. The Commission proposed a multi-
pronged Srategy at retall leve rather than asingle inditutiond srategy. The purpose
was to accommodete flexible gpproaches and reflects the redity thet the diverse
circumstancesin the country require diverseingitutional gpproaches. Furthermore,
the anadlysis done by the Commission showed that none of the current ingtitutional
structures proved to be highly successful in reaching rurd clients, epecidly deep
rurd dients and therefore it will be short-sghted to chooseasingleingtitutiond
Srategy in thisregard.

In order to foster an integrated approach to both urban and rura development the
Commission consdered it essentid to cregte an entity to co-ordinate and guide the
activities of development finance inditutions. This entity, referred to asthe
Deveopment Coundil by the Commisson, would be supported by a secretariat that
could dso play apart in structuring 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 appropriate reporting and accounting
dandards, as the introduction of minimum disclosure requirements would enhance
trangparency and accountability. This function should be monitored and implemented
by the Development Council’s Secretaridt.

The Commission aso recommended thet legidation governing agriculture, banking
and land, presently in force in different areas of South Africa, should be harmonised
as soon aspossble. The Commisson gave dtention to legidation of the hitherto un-
legidated sections of the financid market (for example, NGO financid service
organisations, village banks type organisations, savings and credit co-operative type
inditutions) and proposed that gpecidigs in the field should attend to these complex
issues.

The Commisson argued thet a process actively guided by the state, should be
launched as soon as possible to transform the rurd financia services sector. This
process should build on the strength of exigting locd leve indtitutions in the private,
public and voluntary sectors. The need for awide range of service providers
dedivering different products and catering for the diverse rurd financid nesdswas
accepted. The Commission favoured fostering a much wider retail financid services
network. However, the Commission was concerned about longer term sugtainability
aswdll as outreach.

The Land Bank’ swholesae function will be geared to fostering, nurturing, supporting
and co-ordinating locd and provindd leve rurd finandd inditutions, be they NGOs,
development finance ingtitutions, co-operatives, commercia bank branches, locad
authorities, or any other kind of ingtitution seeking to render agriculturd and
agriculturdly-related financid services. Essentidly the Land Bank’s“wholesde’
function should reech those “retailers’ who seek to serve the individud and small
group agrarian needs of peoplein the “deep rurd” aress, eg. smdl scaeindividud
farmers, groups of femae vegetable gardeners and smal scale poultry producers who
arefar away from the relatively limited retall branch network.

The responghility of the Department of Agriculture to promote agriculturd
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 Commisson identified femade farm workers, mae farm workers; landless,
unemployed rurd poor; pensoners, smdl-holders, contract farmers; rura
businessvomen; rurd businessmen and smdl scae employers and large scde rurd
employers, induding commercid farmers as requiring Specid support messures to
gain accessto financid services. The Commission aso drafted guidelines on the
goplication of subgdies and indtitutiond transdormeation.

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

o viewson the accessto financia sarvices;
o the gpplication of commercid principles




0 divedfication in terms of different financid services and sectors,

o ensuring that existing capacity isnot eroded and refraining from the formation of
new structures (rura areas in South Africa are characterised by a plethora of
inditutions with overlgpping competencies and alack of co-ordinaion - exiging
Sructures should be adapted, rationdised and co-ordinated to serve the needs of
reconstruction);

o flexibility where locationd differences are acknowledged and incorporated in
policy and Srategy;

o incentive based goproaches,

o improving information flows to ensure better decisons;

o the management of risk and the Sructuring of the rurd finance sysem in order to
minimise the impact of covariant risk; and

0 thedetrimentd effect of direct intervention by the Sate in retail financial markets.

Discussion of the Strauss Commission reports

The Commission Reports emphasised a paradigm shift and a movement away from
the supply-led gpproach, rather than a detailed programme for implementation in
order to increase access to financia servicesin rurd aress. This shift isindeed
necessary as most of the South African paragtatd ingtitutions follow a supply -led
gpproach, as proved by the Commisson. 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 provinaa governments are the only shareholders of the respective provincia

deve opment finance ingtitutions, they should change their approach and transform
these supply-led-type inditutions. At thislevel anumber of different activities are
underway. It is na dear, though, whether these activities will get adequate politica
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 Africaaccepted the Strauss Commission
proposalsin August 1997 (Agriculturd News, 1997). The Land Bank, which
previoudy reported to Cabinet through the Ministry of Finance, now reports through
the Minigtry of Agriculture (Agriculturd News, 1997). This continues the ditinct
agriculturd emphagis of the Land Bank. The shift in thinking on the role of the Land
Bank in the devel opment finance system, but more specificdly, asrurd financier, dso
changed between the publication of the Interim Report of the Strauss Commission and
the Find Report (Strauss Commission, 1996). In the Interim Report of the
Commission it was emphasisad that the Land Bank should provide wholesale
financid servicesto retal inditutionsin rurd aress across the whole spectrum of
sectors, not only for agriculture. In the 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 Commisson’s own guiddines, specificaly the guiddines
regarding the minimisation of risk.

Thelack 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 respongibility to co-ordinate rurd finance
issues, which contributed to this lack of darity.

Lastly, 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 sructure of the development finance system in South Africa. Although thiswas
not included in the brief of the Commission, it did define arole for the Land Bank
within this system, without questioning the system itsdlf.

Conclusion

The Strauss Commission congdered the redlity of the rurd areas of South Africa the
demand for financid services and the current inditutiona structure and, againgt a set
of guiddines, made a number of recommendations directed at different problems.
Some proposds atended to the access problem and the expansion of retail financid
sarvicesin the provinces. Another set of proposds addressed netiond leve
respongbility for providing cgpital and support to provincd levd inditutions. Legd
issues were aso addressed, especidly the legd atus of women. A further set of
recommendations aimed to structure a nationd level support system for rurd finance
retail inditutions in the form of the Land Bank. The Commission aso proposed a
gructure to achieve co-ordination between nationd leve ingditutions.

Themost important paradigm shift brought about by the Commisson wasthe
rejection of a supply-led system of rurd credit. Thus subsdised interest retes and
credit programmes in which government decides what is best for the client were
rgected. The Commisson 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 retal network in
rurd areas to achieve access to these senices. In thisregard specid mention was
mede of arole for the Post Office with respect to the provision of savings products,
transmission services and other agency services. The Commission dso stated that
dthough subsdies are necessary, they should be implemented within drict rules and
be finite in nature. The Commisson supports an integrated approach, in which it is
dearly stated that financid services on therr own will be inadequate.

The Strauss Commisson recommendations pose severd chdlenges. The most
important is not the structuring of the nationd leve financier - the red chalengelies
a theretal leve. Many countries have failed dismdly in this regard and few
successes can be noted. The challenge is essentidly to achieve success within a
specific sat of guiddines, the most chdlenging being to achieve sustainable
inditutions that impact positively on development by ensuring wide accessto
finandd sarvices. The sacond chalenge lies in achieving co-ordination between
government departments and a host of inditutions to achieve a positive development
impact. Co-ordination between land reform programmes, agriculturd development
initiatives, provison of infrastructure and basic services and the provison of
communication and energy servicesis an essentia requirement of successful rurd
devdopment. To this should be added the chalenge to make loca government work.

Ancther prominent chalengeis palitical commitment to meeting these chalenges,
one of whichisto refrain from interfering in the rurd financia markets. Past




gpproaches saw the state using financia markets as avehicle to digtribute subsidies.
The chalengeisto leave financid marketsto their red role, that of alocating
financid resources to vigble invesments

5.2 The current supply of rural and small farmer finance

Table 2 provides adequate information on which to assess the
scope of rural and small farmer finance. As stated, it would be

virtually impossible to do a clear delineation between rural and
urban microfinance. In Table 2 a column was added that
estimated the number of outlets in microfinance institutions that
one would find in rural areas. It is estimated that approximately 37
per cent of 19500 formal retail outlets are in rural areas where a
client could enter into either a loan or a savings transaction. It is

also estimated that approximately 35 per cent of the 1,150,000
informal “outlets” in South Africa can be find in the rural areas.

If we turn to financid services for smal famer agricultureit 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 smdl farmer
agriculturd activity isaso cydica in nature and many “smal farmers’ will leave
farming if economic conditions improve and wage income opportunities are more
available. On the other hand, one can dso assume that asizeable proportion of small
farmer credit dso gets diverted, due to the smple fact that many “smdl farmers’ are
forced to obtain the credit for smal farmer purposes, dbeit that they have other needs
than for agriculturdl production. We haveto ask oursalves the question, what isa
amdl farmer. Without entering the minefield of definitions Table 5 serves as an
indication of the confusion around the concept of smal farmers.




Table 5:
(1997)

Selected results from farm household and small business

surveys in two provinces

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

Agricultural income as % of gross income 34 28 10 85

Percentage who wused Iloan finance to

finance: 40 9.9 14.0 16.0
Durables/assets 7.3 90 70 11.0
Farm inputs/other inputs

Savings at (in % of respondents):
Formal institution (average distance km} 29.0 (60.7) 29.7 (45) 92.0 77.0
Informal institution (average distance | 80.7(0.0) 29.6(19) 64.0 76.0
km)®

Sources of finance for establishment of

business: 93 73

- Personal savings 30 12
Retrenchment package 17 1
Pension 10 5
Loan from family or friends 6 6

4 13

Loan from development corporation
Income from other business

a. The institutions with highest use.

b. Information not available for small business surveys

The table confirms the fact that rura people have diverse income streams that may
include farming asa source. Thisisnot entirdy surprising asit represents one of the
numerous way's in which poor people manage risk, i.e, by diversficaion of income
sources. When we interview on the basis of stereotyped notions of smdl farmers, we
may find that a“smal 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 small farmers that |oans for agriculture are quite scarce and
targeted towards those that are fulltime farmers (ironically the higher risk farmers).
To refer to samdl farmer finance may therefore be somewhat incorrect, whereas the
concept of rurd finance is non-sector specific and emphasises rurd areas asthe

locdity of financid transactions.

It is estimated that |ess than 1% of the portfolio of the Land Bank isfor smdl farmer

finarcing (loans below R10000 to keep with our definition of microfinance).

Approximately 30% of the outstanding smal business finance book of provincid
paragtatas will be for samal 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 inditutions.

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

leskage.

5.3 Access to financial services for rural households and small

farmers




In the final analysis we are focusing on the access to financial
services by rural people. In this section we reflect the expressed
demand of rural people for financial services. Note that demand is
equated to expressed demand since no comprehensive demand
study with respect to rural finance have yet been executed in
South Africa, barring the analysis of the Strauss Commission that
gualitatively derived demand from a description of economic
activities in rural areas. In Table 6 and 7 some results of a survey
executed in 1997 are reflected to serve as an indication of the
characteristics of rural households and their use of financial
services.

Itisdear from the tables that farming plays asmadl role in terms of income, athough
amgor proportion of smdl farming and smdll business households (thus rurd
households) cultivates the land and produce crops. Very smdl proportions of crops or
livestock are sold and the mgority of the households are deficit producers (Van Zyl &
Coetzes, 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 informal financial arrangements was identified,
although not at a comparable frequency with urban areas. Under
the conventional approach clients would have been bombarded
with credit, while in the circumstances outlined in the surveys they
do not demand a high level of credit. The clients in these surveys
accessed loans from the development corporations (or provincial
parastatal financial institutions) and the informal markets. This
may indicate an inadequate supply of formal credit either in the
form of no access or inappropriate financial products on offer.
Most people who save money have commercial bank accounts.
This indicates an effort to deposit savings since the majority of
rural branches of commercial banks are in medium to larger towns,
which are normally far away from these clients. The PostBank and
NGOs did not feature in the survey results. In the case of the Post
Bank it may be due to the fact that not all rural Post Office
branches offer savings facilities. It may also indicate the inefficient
services provided based on outdated savings product technology
(this has recently been addressed by computerising the manual
centralised processing system of the Post Bank). Very few
financial NGOs are active in rural areas in South Africa and the
penetration of the rural finance market by NGOs is therefore
negligible.




Table 6 Illugrative profile of farming households based on recent surveysin two provinces

Northern KwaZulu/Natal
Province (N=152)
(N=150)
Household characteristics
Male household head (%) 68.0 724
De facto female household heed (%) 99 3 664
Household size 838
Landtenure
Cultivate dl land (%) 79.3 58.6
Leased land out (%0) 80 99
Borrowed farm land (%) 93 138
Services and energy use (% of households)
Usegrid dectricity 73 61.8
Use flush toilet 13 13
Cook with firewood ggg Zg?;
Water source unprotected .
Public stancpipe 44.0 191
Gross annud income (R)
From farming 3A 637
From wages 9308 14157
From micro enterprises %‘71?1 zlég‘ll
From remittances
From pensions 1489 2667
Farm assets - % of households with:
Ca/Bakkie 53 220
Tractor 53 20
Traler 20 13
- Pouh 48 60
Credit used to purchase durables (% of Main source of credit
households)
Car/Bakkie Commercid bank - CB 33 CB 9.9 PS
Generator Private supplier - PS 13 - 26 -
Refri gerator 40 CB 329 PS
Television 20 - 197 -
Savingsfacilities used (% of households) Distanceto 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
Veerinay medicines 88 88
Livestock feed 00 90
Ploughing sarvices 80 100
Trangportation services
Credlt source used to finance farm inputs and implements (% of h/h)
Locd money lender 07 0.7
Friend or relative 47 33
Development 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




Table7: Illustrative profile of small business households based on recent surveysin two provinces

Northern Province KwaZulu-Nad
(N=270) Province (N =225)
Averageage 26
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 workers at 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 sources of financing busness at start (%)
Persond savings 933 733
Retrenchment package 29.6 12.0
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 (%) 330 227
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? % ggg
Average businessincome for business 3 per month 1250 10886
Average annud agriculturd income 17 913 12 995
Averagevdued physica assets on hand 1067 12703
Average vaue of inputs per annum Q031 58 044
Average value of output per annum 25 360 41380
Average labour expenditure per annum
Usa of loans (%)
Asxt finance: Cash loans 10.0 100
Asset finance: Hire Purchase 140 16.0
Supplier credit 70 11.0
Customer advance 16.0 290
Customer loans 18.0 160
Shopkeeper loans 560 B
Savings (%)
- Forma : Mostly commercid 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

5.4 Conclusion

The present usage of banking and finandid services by M SEs (including small

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

areatha is dill in the introductory phase in the microlending industry. No study

exists which provides a comprehensive overview and andyss of overdl supply to the




lower income and MSE market. Existing Studies provide an overview of the
inditutions 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 andyss 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 phenomend and the current
size of the sector on the basis of current portfolio is estimated as R13 billion and the
vaue of loans written per year is esimated at R25.8 hillion. The mgority of financd
transactions however take place in urban aress.

Rurd finance in South Africa received comprehensive attention e the policy leve
through the activities and reports of the Strauss Commisson. Many of the
recommendations have been implemented, but as we face redity, implementation is
dow. The perception exigs 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 rura people. Rurd people make the most use of
savings fadilities and they save mostly a commercid banks. Even ther informal
savings activities eventudly lands a commercid bank deposit accounts. Commercia
bank branches are getting scarcer inrura aress. This increase the transaction cogts of
rural depositors and indeed contributes to less aless efficient financid market.

If we judge access to financid services on the badis of the presence of outlets of
financid inditutionsin rurd aress it is approximatdy 35 per cent of tota outlets.
Thisis much less then the totd proportion of people living in rurd aressin South
Africa, however it isafair reflection (even an over satement) of the proportiona
digribution of economic activity. Further, the outlets estimated in rurd areas are
skewly distributed, as mogt of the private sector outlets would be focused on larger
towns and smdler citiesin rurd areas where a higher incidence of wage or dary
eanerspreval. Thisleavesalimited supply of financid services (judged on presence
of outlets) in the rest of the rural aress.

With the withdrawa of the conventiond formd private sector indtitutions from rural
aress on the one hand, and an emphasis on wage and sdary earners by the “new”
forma private sector financiersit is not expected that financid service provison to
rurd peoplewill improve. Thisis especidly truefor the saf -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 financid services will be
forthcoming in rurd aress. This emphasis on sdf-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 financial endeavours of the employed, to the joint efforts of the
unemployed and dedtitute.




6. Group based financial activity in six provinces

6.1 Introduction

This section reflectsthe initid of findings of detalled case Sudy work in Sx
provinces. The approach was to execute the interviews in one province (KwaZulu-
Nata) and then to follow with the rest of the selected provinces based on the
expaience in KwaZulu-Natal. Thisdso put usin apostion to use atested interview
guidein each province and to use less experienced researchers (et alower cost) to
execute the interviews in the other provinces.

Theinterviewsin KwaZulu-Natd were followed by the interviewsin Narth West
Province, Northern Province and Free State. Theredfter the interviews in the Eagtern
Cape were conducted. The Eastern Cape interviews were targeted to more organised,
semi-formalised groups formed as part of pilot testing of group based financial
products by the now defunct Ciskeian Agriculturad Bank. These groups are now the
clients of the newly formed Uvimba Rurd Finance in the Eastern Cape. Sincethe
purpose of the interviews were to learn lessons, rather than get sample survey
information to infer from, the collection of interviews present results dueto a
difference in context and poverty levels of the interviewed. The sdlection was based
on the point of departure thet interviews should provide a spreaed of experiences.

Themethodology is explained in the next section while the interview results for each
province is summarised in the following sections. Ladtly adiscusson synthesises
some obsarvations from the collection of interviews. The summaries provided in the
next sections have nat been edited (other than for grammar) and has been I€ft in the
narretive of the interviewers to reflect the knowledge and context of the areas they
know well (except in the case of KwaZulu-Nata and the Eastern Cape the reports
were written by the interviewers).

6.2 Methods: Approaching grass-roots credit delivery

Addressng samdl-scae finance in rurd communitiesis atask with technica
difficulties. There are no officid Satigics, nationd or provincid sudies adleto give
an accurate representation of the universe of community savings and credit groups,
meaking it impossble to sructure aforma random sample. Limits on the time and
resources available at this prdiminary phase for the primary data collection make it
difficult to develop breadth of coverage on any other bad's, and congtrain how much
depth can be developed in case studies.

In addition, it is an established axiom of the sociology of rurd village economies thet
household finance in genera and household small business operaionsin particular
are protected by daborate privacy convertionsin most parts of the developing world.
These are very sengtive areas for interviewing unless research reations have been
developed with greet care over an extended period of time (cf Hill 1970, Conndl &
Lipton 1977). Survey work in particular around the private economy of the household
isnot likey to meet afavourable response without preliminary preparation in some

depth.




In the light of these factors, the methodology developed for the primary data
collection exercise focussed on quditative work, and did not attempt survey
techniques, which could be perceived as intrusive and unwelcome, and would be
likely to yidd unreliable data. Instead, the study adopted the fastest rdiable method
avalablefor usein rurd communities, in the form of key informant interviews This
technique yidds rdatively rdiable data quickly on sendtive matersif the interviewer
is skilled and is working as much as possible within the framework of exising
relationships, so that trust and rapport in respect of privacy can be developed rapidly.

Depth and accuracy of coverage were entrenched by requesting at least two interviews
from each group in the sample, with oneinterview to be carried out with amerrber of
the group’s management and the other with an ordinary group member. This

approach was adopted in order to confirm replies and shed dightly differing lights on

the operations of the groups depending on the standpoint of the person interviewed.
However, in view of the tight time frame, in KwaZulu Natd for some of the groups
only oneinterview was obtained while two interviews per group wasthe norm in dl

the other provinces. Interviews were conducted in the relevant language per province
but written up in English, and were submitted hand-written.

Theseinterviews were informa and open-ended, carried out in terms of the semi-
Sructured questionnaire and interview guide developed for the study by the principd
researcher and adjusted by the rest d theteam. Interviewing therefore involved
consderable discretion on the part of the interviewersin following up promising lines
of inquiry, and dso in dlowing respondents to develop an argument and a point of
view as they told their goriesin their own way. Throughout, the research task was
explained to the interviewersin terms of understanding the dynamics of group process
in these sdlf -organised groups. 1t was important that interviewers spesk the local
language, know loca customs and culture and knew when to probe and when to
change over to other questions.

Based on the written interview texts, a comparative analysis was developed focussng
on the themes of socid capital and recruitment processes, perceived objectives of
group participation, group rules and procedures, contextud differences, and factors
associated with success or failure.

Overdl, this methodol ogy appears to have yielded good results on a cost-effective
basis and within ashort deadline. Both quditative information in some depth and
quantitative information suitable for coding and tabulaion have been ddivered.
Reaults have given redively rdiable qudlitative accounts of a highly sendtive areaiin
enough depth to dlow for atentative preliminary assessment of trends and dynamics
while giving some indght into the financid functioning of the groups interviewed.




6.3 KwaZulu-Natal

6.3.1 Introduction

TheKwaZulu-Natd interviews were the first executed and served as learning area for
the more focused execution of the interviewsin the other provinces.

6.3.2 Salient points

TheKwaZulu-Nata case materid suggests that successful groups can work in one of
two ways, depending on the background of the area and the characteristics and gods

of the participants

Groups based on social capital: In astable community or a stable inditutiond
context, groups can often hold together by accumulating severd layers of socid
capitd linkages, which hold group membersin atight web of reaions thet is not
eadly broken evenby severe Stresses. The most effective connections gppear to be
extended kinship combined with dose, long-term identification with the larger
neighbourhood. These bases of association often seem to come together with co
membership in other groupsthat imply relaions of mutuaism and respect: ether
church groups or business associations gppear in the datain this connection. In this
kind of context groups may fed unable to drop migperforming members, and insteed
work to exert pressure on the members suspected of mapracticesto change their
behaviour and meet expectations.

Groups based on performance and leadership: In areas with an ungtable and maobile
population, where socid capitd linkages may be rdatively shdlow, groups appear to
depend dosdly on their leaderships and particularly on the role of the group organiser,
whether or not the organiser holds an office. These groups gppear to mobilise around
specific individuds, drawing in ardatively indirect way on the socid capita

resources aswell as on the persond qudities of the key leaders. More stress then
comes onto the leedership’ s executive responsibility to maintain the group in working
order and ensure that potentialy disruptive misunderstandings and failures to meet
obligations do not develop into internd splits. Other linkages between group

members then hep to maintain group coherence but may not be the centra
mechanism for group continuation. Characteridticaly, these groups gppear to be more
willing to expe members who cb not conform to rules and expectations, and seem to
view membership in amore conditiond, performance-rdated light. Ther

expectations around goas and objectives are d <0 likdy to be more individudigtic and
less dosdly tied to mutud ad and a contribution to the community, though these
moativations seem to present in nearly dl groups a a higher or lower leve.

Default risk

Although failure to repay loans is a serious problem and is
mentioned in many of the case histories, it appears as a major
threat to the group only in a small number of cases. None of the
failed groups contacted fell apart because of loan defaults resulting




in insolvency. Likewise, few of the existing groups seemed to be in
danger from this side.

Nearly all groups now appear to require outside borrowers to
receive loans only through group members, who serve as the
borrowers of record and have to pay back the amount, if the

outside borrower fails to pay it. Many groups also limit loans to
amounts smaller than the member's saved assets already invested
with the group. These mechanisms appear to be fairly effective,
especially in the case of groups that hold themselves to relatively
smaller loans, of R 500 or less.

Interest revenue and record keeping

Very few groups seem to have worked past the problem of making a transparent and
mutually acceptable split of interest revenue. Most groups till adhere to the principle
of anannua equd divison, which works well in so far as groups maintain a set of
rulesthet provide for equa amounts paid in and aso borrowed out for on-lending.
However, anumber of groups are now yielding to the pressure from membersto
accept different amounts paid in, and aso carry on their books a number of |oans of
different Szes and duration, and in afew cases even with different interest rates. That
is, they are taking on a complicated casdload resembling that of aforma bank, which
in itsdf crestes a serious chdlenge to the group’s and the members bookkeeping
capability, and builds in gpace for corrupt practice by group adminidration. The
problem with interest divison follows. Once differentia pay-ins are established,
pressure mounts for a proportiond shareout, with individuas who have paid in more
cdaming a gregter share of the payout.

In two cases, groups have adopted the principle of membership through sharesas a
way of managing the problem. In ashare system, individua members pay in and
receive payouts in terms of the number of shares they have taken, alowing record
kegping to work in terms of Sandard amounts. Thisfarly effective solution is not
necessaxrily gaining ground, perhaps because - except for dite groups and groups
amed & commercid lending only - it conflicts with the principles of mutudism and
eguaity which remain very centrd to how rurd savings and credit groups think of
their identity.

That is, groups may look for ways to generate income, but do not want to be seen
privileging the better off members or adopting an entirdly profit-directed ethic.
Conflicting expectations are created when groups try to smultaneoudy generate
maximum income and aso benefit dl members equdly. In order to compete for
savings and lending business, groups are under pressure to depart from their
mutudism ethic and cusomise their services,

At present, most groups appear to be holding to the line of equa shareouts regardiess
of amount paid in. However, group members who pay in more are sometimes
inggting on naturd justice grounds that they should receive alarger share regardless




of therules. Thisconflict appearsto have had a serious effect on the coherence of one
group, and aso figuresin severd other accounts.

Motivation to save

Severd accounts draw attention to the importance of recruiting a group membership
thet is strongly motivated as well as strongly connected and well led. Another account
draws atention to the link between the need to provide for the wefare and education
of young children as the prime motivating factor for determined saving, and this

factor gppears to be confirmed by the age distribution of group members, which
closdly coincides with the child-rearing years for both men and women. In this
regard, age factors and the absence of children from the households of members may
represent risk factors for savings and credit groups.

It would gppear that people gpproaching retirement, when they experience the shock
of sharply reduced income while perhaps no longer having to channd alarge part of
their resources to their own children, may te likely to drop out of the category of
highly motivated savers. People on pension face a more advanced stage of the same
process, in which they may often need money for their own support, but do not need
to accumulate resources for the mgjor enterprise of child-raising and education unless
they have respongbility for unsupported grandchildren, as many do. It gopearsto be
the concentration of child-raising financia needsin the December and January
seasons that has energised the emergence of the accumuating savings and lending
groups with annua payouts which now dominate the savings picture in both interview
locdities. The generd relaion between group savings activities and parentd
commitment to the needs of amulti-generation household underlinesthe role of the
household unit, and particularly itsreaive needs a different pointsintime, in
sugtaining or undermining savings behaviour, and dso hepsto forecast savings
commitment within groups.

Cases of group failure

The case histories throw more light on how collapse comes about, and particularly
highlight the issues of leadership and record kegping. Underlying how the groups
problems impact on their survivd isthe factor of how effectively the group is
internaly connected through social capitd, and dso the question of mativation and
commitment to save. This section focuses on the groups that failed, and triesto

identify some of the factors and processes, which raise ared flag and put groups at
risk.

Two groups stopped operating due to suspected or demonstrated
misappropriation of funds by the people in the chair. That is, they
collapsed due to the kinds of problems, which are widely believed
to undermine credit groups and co-operatives in the developing
world.

The other two groups stopped their operations mainly due to
internal procedural reasons, and seem to have been run very




honestly and fairly transparently. Their difficulties point in different
directions altogether, and relate closely to concerns about social
capital and what needs to be considered by organisers in setting
up groups.

In addition to these groups, two other groups reported having gone
through difficult patches due to suspected misappropriation of
funds. However, these groups weathered their problems when the
leaders made good on the missing money, and are still operating.

6.3.3 Conclusions

What | have got to say about how to make sure of a
transparent and efficient group is this, and | am going to
take the example of the group of which | was a member:
The weakest thing to do is to think that the people entrusted
with the responsibility of running the club are doing their job
properly . You trust them to the point of stupidity and then
you become complacent; so the thing is not to act as if they
have to be honest.

| have to say, the existence of a group depends on honesty and trust and
the conscience of the committee. Because if they are not honest they can do
anything with the money, in particular with the interest, because that comes
in dribs and drabs but it amounts to hundreds. And no one else knows about
it. Most of the general membership is not able to calculate how much is due
to themin terms of accumulated interest. | think there should be greater
transparency - for instance, the members should be able to demand access to
the books of the club and even make copies of the transactions. Our
committee did not allow this. | also think that in most cases, in particular in
therural areas, thereis a problem because most of the members areilliterate
and they depend on the ones who are literate...

Beauty G

Really, our group has never had a problem. We all grew up
together, we are from the same place, many of us are
related and we all understand each other's weaknesses. No
one has left our group since we started. We have never had
anything happen that would lead us to expel anyone, and
we would just be unable to do that.

The results from the case materid suggest that rurd savings and credit associations
face anumber of characteridtic problems, but are remarkably robugt in spite of their
risks. Severd groups faced with disgppearance of funds have managed to force their
management to pay back the missing money, and are ether till operating, or expect
to resume shortly. Thegroups, which collgpsed entirdly, faced an unrestoregble loss
due the misgppropriation, logt their organiser, or suffered from multiple difficulties of




an organisationd nature. At the same time, it gppears to be the groups, which do not
have strong webbing of overlgpping socid capita connections that are most
vulnerable to the other risk factors. The groups, which fdl gpart, recorded an average
of 1.8 forms of interna interconnection, againgt an average of 2.6 for the 19 groups
that survived.

The groups themsdlves seem to be in the process of evolving from Smpler savings
mohilisation structures to more complex types, which are oriented toward income
generation and are taking up some of the functions of formd banks. Interest rates
seem to have stayed steady or falen in some of the locdities, but a an average 25-30
percent are Hill extremdy high for aloan period of five or Sx months. Interest
gppears to run higher in areas with less competition in the informd finance market.
The overd| development of these groupsinto a more commercid form and toward
share schemes may be held back by the prevailing ideology of mutud help and
equdity, which has ressted the principle of differentid divison of group assets.

Apart from weak socid basss of cohesion, the Sngle most serious risk factor affecting
the savings and credit groups contacted is probably financia mismanagement.
Opportunities for mismanagement have proliferated as more complex forms of
savings and credit operation requiring ahigh leve of literacy and numeracy have
taken over from the erlier types.

Therisk to group surviva from accumulating defaults gppears to be lessimmediate
than might be anticipated. Only some of the more commercid, lending-directed
groups handling larger loans reported serious threat from defaults. Fireproofing rules
being adopted by many groups seem to have reduced the risk to the group very
sgnificantly from what they faced in the 1980s, when most groups lent directly to the
public.

Instead, the risk to group cohesion and surviva often comes more directly from the
procedura and leadership demands of running these rdaively complex groups, which
create serious interna stresses. These stresses are then absorbed or attenuated by the
shock-absarbing webhing of socid capitd connections, which wire the better-
organised groups together. However, there are in addition demographic and

economic red flag factors, which can increase the standing tension within groups.
Many of these emerge from the besic conditions of poverty, where people who do not
fit the ided profile for savings and credit activity il need to form such groups. Key
condtituencies here that are d o risk groups may be people of penson age who are
dill raisng young children, and unemployed single mothers without religble incomes.

How wdll these additiond problems are offset by effective and wise management has
agreet ded to do with group survivd. Some condderationsinclude:

o Animportant factor in sabilisng group management may be the availability of
outsde help or facilitation services, which may be enough to tip the balance
toward maintaining operating trangparency and good membership redions, and
can dso provide light for the group management on successful recor d keeping.

o Ancther possible dynamic here would be arole for savings and credit groups of
the poor formed on a cooperative basiswith rdatively lower interest rates, and




aming a awider dientde and rdaivey high turnover. On the example of
village banking, groups of this kind might provide some of the same kind of
lower-priced competition for the present groups centring on well-educated people
and charging reldivey high interest rates.

o Traning needs probably centre on wider dissemination of bookkegping skillsto
enable memberships as well asleaderships to manage the complexities of
contemporary loan books, and to dedl successfully with tracking and managing
interest accumulation.

0 Resultsaso suggest acdear need for capacity building work with group organisers
as the main leeders looked to by group members These visonary individuds are
not usualy superseded as key leaders by formd officebearers, and may often lack
education and technical skills needed to oversee and run successful income-

generating groups.

Further work needing to be donein rdaion to informa savings and credit groupsin
rurd KwaZulu Nata would include wider investigation of reasons for falure, the

ba ance between investment and consumption in how members use their benefits,
close congderation of how groups compete and how competition is related to distance
on the ground between competing groups, the relation between interest charged and
the volume of loans being processed by a group, gender rdaions as they affect the
relation between management and the generd members, and cost-€effective training

options
6.4 Free State

6.4.1 Introduction

Theinterviews were conducted in an area cdled Freedom Square, which is 15 km
outsde the city of Bloemfontein. The inhabitants of thet area are amixture of the
Xhosas and Basothos Most of the Xhosas hail from the Eastern Cape Province and
migrated to these areas in search of work. The unemployment rate in this community
is very high with most women not working and the leve of educationislow. Six
groups were interviewed and within these groups three are till operating and the
remander has falled. One important festure among the groups is the dominance of
women. All the groups were formed by women and men only joined while the group
was dready in operation. Reasons raised, which led to the formation of these groups,
are unemployment and poverty. Therefore these saving groups were seen asa
mechanism of aleviating poverty. Most groups shares money and groceries at theend
of the year and money shared is used to buy school dothes for their kids as most of
these women are single.

6.4.2 Salient points

An important feeture of these groups is the way they divide the money at the end of
the year. It is not shared equaly, some receive more money compared to others. It
depends on how many times you borrow and how you repay your loans as a member
of agroup. The only part of the money, which is shared equdly, isthe interest from




the depogits held in acommercid bank and the monthly contribution paid in which is
the same for each member. Lending isto members of the group and other people from
the community as long as nortmembers are known by the group or &t least by one
member.

The groups interviewed can dso be divided into two categories, firdly, those who
contribute on amonthly basis for groceries and money to be extended as credit. The
monthly payments for groceries are not used for credit extenson, even if the members
experience a short supply of money to extend as credit, the money iskept at the Bank
until Christmas when dl the money is used to by groceries and shared equaly
amongst members. The other monthly paymentsis used to lend out to members and
other members of the community, which must be repaid badk with interest, and the
remaining money is deposited a the bank by the treasurer. Each group has two
accounts, one account isfor the grocery payments and the other for money used to
giveloans

The second category isthe burid society, which saves money for funera purposes
only. These types of group contribute monthly payments, which aesaved & a
commercid bank, and withdraw only when thereis afunerd.

Typesand Charactersof Saving and Credit Groupsinterviewed in the Free State

Name of society Type No. women + Totd Status
men

Mayibuye society Saving and lending, shares money 29 +1 30 Functioning
and grocery at end of theyear.

Freedom square Savings only withdrawal during 11+2 13 Functioning

burid society funerds

Itekeng society Savings and loans rotate amongst 11+2 13 Functioning
members

Katlego society Savings and loan to members only 10 +0 10 Collgpsd
they rotate

Leratong society Saving and lending shares money 9+1 10 Collapsd
and grocery

Tshwaraganang Formed by section of community ? ? Collgpsd

society help each other during funerds

6.4.3 Conclusions

The type of groups, group formation and activities are largely a function or
derived from the reality of the specific setting in which the groups find
themselves. Freedom Square is an area of severe poverty and the majority of
the people in the area are unemployed. However, in these circumstances of
abject poverty collective action in the format of savings and credit groups
have been mustered to assist the members of the community to face poverty
on the basis of solidarity. This is an extreme example of self-help groups in
the face of economic adversity. The mere fact that these groups are surviving
is ample evidence of the resilience of this institutional format.

6.5 Northern Province

6.5.1 Introduction




In the Northern Province six different groups (3 successful and 3 unsuccessful) were
consulted and at leest 3 individuas from each group were interviewed following the
interview-guide compiled for KwaZulu-Natal. The interviews were conducted in the
Botlokwa/Dwargivier settlementsin the Northern Province. The areais 50km north
of Rietersburg, 50km south of Louis Trichardt and 35km west of Soekmekaar. The
aeaisas pat of Sekgosese didrict in the former Lebowa homdand.

6.5.2 Salient points

During the interviews rotating savings and credit associations
(ROSCASs), savings clubs, self-help groups, and accumulating
lending groups were identified.

In the ROSCAs individuals form a self-selected group and all
members agree to contribute a regular fixed amount every week or
month.  Members then take turns receiving the full amount
collected in the period until all members have had a turn to receive
funds. Lottery, mutual agreement, need or personal emergencies
of the group members determine the order in which members
receive funds. Often the person who initiated the formation of the
association receives the funds first.

A survey by ESKOM in 1998 found that six million South Africans
belong to burial societies. "In most remote areas of SA a funeral
does not cost less than R5000. If the beast was not slaughtered,
comments would be that it was a bad funeral. As a result the
bereaved have to buy food that they themselves have never eaten
in their lives” (Mabunda, 1996). “ Funerals are also very expensive
in many rural communities. In many communities people are
buried 7 days after death, which has an impact on mortuary costs,
costs of food and other things. After the funeral it might take a
month or two before people stop visiting the bereaved family for
condolences, thus costs on catering for these people keep on sky-
rocketing" (Mphahlele, 1996).

The principle is that a group is formed with a common objective.
Funds are deposited on either a regular or irregular base with a
group leader. The group leader usually deposits the funds in a
commercial bank or the Post Office Bank. Most of these groups
are organised by women and most members are female. Most of
the burial societies in the survey area are successful and it is very
difficult to find collapsed groups. For example, a number of the
groups are derived from very successful wellknown groups. The
sub-groups use the same name and the same processes,




procedures and rules. A good example is Ntometsebe 1 and
Ntometsebe 2; Sheleche 1, 2, 3 and 4. They also expand to other
parts of the Northern Province rather than Botlokwa, for example,
there is another ‘Ntometsebe’ at ga Sekgopo, which falls under
another district.

The groups interviewed in the Northem Province include:

Successful groups Unsuccessful groups

Ntometsebe stokvel Fanang diatla buria society
(Rotating savings and credit group) (Savings group)

Mest-meet stokvel | popeng savings club

(Rotating savings and group) (Savings group)

Whedl BHC lending group

(Sdf help group) (Accumulating and Lending group)

This ability of groups to change and adjust over time and once a solid basis have been
edablished the ability to derive clones are two of the mogt driking characteritics of
the groups studied in the Northern Province. The groups interviewed have long
histories, some being in operation for 12 years.

An example of flexibility built into the group structure is specific verson of a burid
society that functions on the basi's of sub-groups, where each member can move and
dternate between membership of sub-groups.

Membership is mostly based on kinship, long business association or friendship over
long periods. It isevident thet the cohesive factor in most of these groupsisthe
information about the characteristics of each member. Severd examples exist where
groups took years to establish the gppropriate number of members, mostly because the
members did not want to wait too long in arotation to recaive the pot. Success of
groupsaso draw more members and it makes it eeser then to choose the most
trusworthy and well known members

Socid aspects were evident and members aso benefited by being provided
opportunities to host meetings and sdll food. Successful groups indicated that
members understand the rules very well and adhere dtrictly to them.

No groups were found during the interviews that only had mae members. Inthe
mixed gender group's women mogtly started the groups and were mostly in the
mgority. Ages of group members were mogtly between 25 and 55. Mogt group
members interviewed were well educated with at least amatric as highest sandard
passed. Most members were married and nearly haf of the people interviewed were
sf-employed. The most prominent bass of membership recruitment was on a
persond friendship basis. At least 14 of the 18 people interviewed were of the
opinion thet recruitment was basad on persond friendship and not on family or job
gtuations. The recruitment and cohesion variables were echoed in the collapsed
groups. When probed for connectionsit was clear that the members of the collgpsed
groups were not socidly connected.




Members are recruited in anumber of ways. It isinteresting to note that close
proximity of residence is not amgjor factor in the groups surveyed in the Northern
Province. Nor isclose proximity of place of work a strong factor.

Groups collgpsed modtly due to financid mismanagement and lack of connections
(socid, business or other) between them. Rules were dso not gtrictly adhered toin
some cases. Functions were not clearly alocated and it was not clear for example
who would make the deposits and withdrawas. One interesting case of collgpse was
where the founder of the group moved away from the area

6.5.3 Conclusions

Thefindings from this shows that the discussed types of informa finance do very well
in rurd areas, however there are some aspects which needs to be attended. To support
the statement for example, two out of three unsuccessful groups studied separated not
because they couldn’t continue operating, but for some reasons that can be dedlt with
when gtructuring the group. Both of them collgpsed because they lost the group
founder or leader who served as a subgtitute for connections between members as
closer investigation shows that no strong ties existed between members

On theissue of how does these groups maintain their coherence, it shows very well
that is not merdy amatter of common workplace, common residence and kinship
connections. Two of the collgpsed groups recruited members according to common
workplace connections, while the third one collapsed because they didn't darify their
recruitment reguirements from the beginning, which ended up in misunderstandings
among the members. The issue of socid connections seems so important since for an
example ‘Fanang dialaburia society’ members redlised after the group has collapsed
that some of the members were not socidly connected. Of essencein the Northern
Province interviews are the emphasis on socid connections and the ability of groups
to adjudt, and to split based on success

6.6 North West

6.6.1 Introduction

Theinterviews for the North West Province case studies took place in the
Hammanskrad area, gpproximetdly 50 kilometres to the north of Pretoria. Most of
the survey has been conducted in two villages, Mathibestad and Dertig, and some
interviews aso took place in Marokolong village. Marokolong has a pert-urban
character while Mathibestad and Dertig are typically rurd and are under the control of
triba authorities and civic associdions.

The communities are settled with regard to their tribal relations.
For instance in Dertig you find the Bakgatla of Chief Maubane, in
Mathibestad you find the Bahwaduba of Chief Mathibe, while in
Marokolong you find Ndebeles of chief Kekana. Although there has
been an increase in different ethnicities recently every village has
a dominant language group. People are poorly educated and the




educated are mostly teachers, nurses or police officials. The area
suffers from severe poverty and jobs for the unskilled are only to
be find in Babelegi (a nearby industrial area) or those with at least
standard 10 could. The reason could be because of poverty, or the
fact that the surrounding Babelegi industry use to offer jobs at low
levels of education, while Carousel (a gambling resort) lately hired
most of the matriculants and therefore, there was no pressure for
youth to further their studies on tertiary levels. Pretoria City, which
is not far from these villages, also gave a diverse of job
opportunities to the vast majority of the people.

While Agriculture is known to be the most important economic
activity of most rural areas, most of it has been abandoned with
subsequent years of droughts, especially in the late eighties and
early nineties. Those who cultivate crops do only on summer, and
it is mainly for subsistence. Livestock farming is relatively an
important activity in these villages, because abandoning of
cultivating fields increased to grazing lands.

In the era of the new democratic government, some women have
started vegetable gardens, with the funding got from the RDP
program, and one of them has been established in Mathibestad
and the other in Dertig village. The high degree of tribalism and
kinship behaviour, in these villages has given rise to a move
towards grouping together, by some individuals, as a way of
tightening and unifying certain relations. Most of these groups are
called clans. The members of these groups support each other
during ceremonies and funerals, either by lending-out hands or
donating condolences during funerals and gifts during ceremonies.

1

The last information is vital in explaining the evolution of some of
the rural financial organizations, and it is against this background
that | will like to evaluate, analyse and asses the operations of
rural- stokvels, societies, women clubs, youth clubs, jazz clubs and
even credit clubs.

6.6.2 Salient points

Two societies are explained here as example of what provesto be agood basis for
success and what was surdly arecipe for disaster. In the process an example of a

typicd condtitution is presented.




Bakgoko Hash Club

Bakgoko Hash Club, is a society and a youth club found in
Mathibestad village that started in 1993 on Mother's day. There
was a funeral of one of the relatives. During the funeral, Elizabeth,
the lady whom, most of the relatives regard as their sister, raised a
concern about the high rate at which, the relative size is
expanding, and that some do not even know each other. Elizabeth
explained that, with the advent of the high cost of transport, and
also that most of the relatives are staying far apart from each
other, newborn kids are rarely introduced among fellow relatives.
The only time they meet is when there is a funeral. Even though, at
funerals most of the relatives meet, these sorrowful, unplanned
and unexpected occasions are not good places for making
friendship or even introducing unknown members.

Elizabeth circulated her speech among elderly people, and she
suggested for an opening of a society. She claims, that will be a
good way of bringing family members together and in an economic
viable manner as well, as savings will be used to cover members
during difficult moments (funerals). The elderly supported her
suggestions, and they took home her ideas to indoctrinate them to
their children and other relative members. Indeed one person can
make a difference, in 1993, on Mothers day a first meeting was
held. After some lengthy discussion a list of about ten people was
compiled, these are the people who got excited and they gave a
start to bakgoko Hash club. Even though, it is a society, it was
decided to call it a club since it has another objective of promoting
social among the youth. For instance, every time they meet a party
will be held, and their meetings are rotated to different members.

Another meeting was organized, on the following month, and that

iS where a committee was chosen and a constitution made, and
Elizabeth was elected as a dair-lady, as an honour for her effort in

organizing the club.

Structure of Bakgoko Hash Club
The society started with ten people, however, they are sixteen
now. They have a committee of six people namely:

Chair-lady and vise Chair-lady.

Secretary and vise Secretary.

Treasure and vise treasure.




Except for Elizabeth, other committee members have been chosen
with respect to their level of education, responsibility and
trustworthiness.  For instance the secretary is said to have
completed standard ten, she is married and a regular churchgoer,
while their treasure is a clerk in a clothing factory and a very
respected fellow for her compassion and enthusiasm on matters
relating to family issues.

Constitution of the club

All members contributed in the making of the constitution, and the
system was a very democratic one. However, the constitution was
not finalized on one day only, the current constitution is a reflection
of a series of omissions, refinement and additions to the initial
made constitution. The constitution is written in Tswana language,
all members understand the constitution and members who
requested for copies were given them, however, the original one is
with the committee.

The constitution is as follows:
The club admits ladies only.
Only relatives can be members.
Age restriction is below 45 years.
Contributions are R 25 per month per member, R 20 for
burial cover, R 5 for food, with additional contributions during
ceremonies- R30 per member for buying a gift, another R 20
for personal use and lastly a pack of liquor cans per member.
Benefits are fixed and are R 1000 for burial cover, R 80 for
gifts and personal use as well as sixteen packs of liquor,
whenever a member has a party or a wedding.
R 10 fine for non-attendance on monthly meetings, R 2 for
late coming, and R 20 fine for non-attendance on
ceremonies of the members.
Only three registered people have the authority to make
deposit or withdrawals at the bank.
All books should be brought along to meetings.
Members, who quit the club, get no refund.
People who cannot attend the meeting should send a proxy,
or otherwise pay the fine.
The society covers the member, her family and two parents
or any other two registered people in case parents have
passed away.




All funds raised from fines are part of the club’s budget and
they will be deposited together with other monthly
contributions into a bank account.

All members should have access to books, and upon
dissatisfaction a complained can be raised at a meeting, and
be addressed accordingly.

Achievements and Highlights

The club bought a uniform in 1994, plates, cutlery and a gas stove
in 1997. The club started with a number of ten people, and right
now they are sixteen and they had a promise of other new
entrants. In ten years of their operation the club managed to cover
fourteen people and the bank balance is still in a satisfactory state.

Problems

]

Some people who had benefits for burial cover or ceremonies
quit the club, and we don’'t have powers to penalize them.

Since they are relatives it is not easy for them to discipline
members who violates the constitution.

Fines are rarely paid, and enforcement of the law is not easy.
Most of the members are not married, and they often absent
themselves for nice time.

Some Parents interfere in our operations and they have a very
negative influence on their children, who may even quit, the
club has lost four people under the very same problem.

Some years are bad, as we had to cover three to four people in
a year, this cause a decline in our budget.

Expectations and future plans.

There is an expectation on an increase in the membership sze. The dub plantojoina
metropolitan funerd policy in other to increase on ther interest earnings. Thereisdso
asuggestion for purchasing tents and stools so that they can expand their catering
sarvices to other nonrmembers at a certain price.

The second exampleis of aclub that was based on socid objectives and not very
strong ties between members. Thisdub faled.

Tlhogo ya kolobe stokvel

The stokvd garted in 1993. It Sarted with 4 people, but grew to atota number of 12
people before it collgpsed. Lolo aguy, who is very socidisng and wel known for his
activitiesin the organisation of music performance and parties, organised the stokvel.
Lolo pointed out thet the money you get in bulk a atimeis better budgeted for, than
smdl amounts. “The sokve isadso agood place for socid and extra-income from the
proceeds of liquor sdes.




| organised my close friends, who recruited other people, but weddings and parties
has been a site of our catch. We targeted people, whom we know better, and tried to
sdect on the basis of trust and honesty, but as you know when it comes to money
issues, trust and honesty disappears” he said.

The operation of the stokvel

Itisagroup of people who rotate savings among individuas on monthly bags. There
are ten men and two women. They use to meet every month and the second week of a
month, in which case each person will pay R 160,for saving R 60 for food and liquor;
and another R 30 in the following week for Mampara support. Mampara support isa
second gethering thet is held in the first week of the month, whereby, another R 30,
will be pooled out to support the beneficiary, who will then aganisea Gig and sl
some liquor. The income earned thereof, bdongs to the beneficiary, i.e dl indl, the
beneficiary gets some payment for savings, some money for organising agig in the
firg gathering which usudly in the month end, plus another money in the second
week for organising the so caled Mampara Gig. New members were introduced at
their monthly meetings. The sokvel gave no loans nor any form of credit, asthey
were not experienced in that field and therefore fearing the possible collgpse dueto
|oan defaullts

Policy making process

"We gathered and decided on some laws. All people decided on
the policies, but | made a greatest input as | was more
experienced along this field," Lolo explained. He said they wrote

the constitution and since they didn’'t have a formal committee but
just a secretary, she kept the copy of the constitution too.

Constitution

o All people should pay intime.

0 People who don't make paymentsin time, will have their asset of the same vaue
as contributions confiscated.

o No member should come to the meetings drunk.

o Memberswho come late to the meeting will be charged an R 10 fine.

o Bendfitsare R 160 for savings, R 60 for food and liquor, and another R 30 for

Mampara support per person.
o All members should atend meetings and give support during gigs

Achievements

The sokve gained famein its area and in the neighbouring villages, they had grest
support and they could make big sdes during gigs and parties. However, subgtantia
achievements nead be questioned to individuds in terms of what they bought and how
much they saved in the bank. Lolo damsthat he bought some sofas, hi-fi system, and
afridgein cash, Pontsho aroom divider in cash, while David argued thet the stokvel
didn't help him a al. The stokvel was called Spekkop (Afrikeans word that means
head of the pig), because they useto buy it in every meeting and aso when they had
paties This portion of meet is enjoyed and liked by mogt African men, 0 it served as
amarketing tool for their stokvel. Most of the members were married and old enough
to be respongible, and they stayed in the same village with only two staying in the
neighbouring village in aradius of 200m to 3km. People who wanted to quit the




sokve were asked to complete the cycle of payments, yet most did not, and thisis
believed to have had a greater impact towards the collgpse of the stokve.

Why did the stokvel collapse (Problems)?

Some people made late and irregular payments, and yet wouldn't like to have some of
their asset confiscated. “ There was one person who usualy gave us a problem, but the
major event was when one guy consumed the payments of hisfriend after hisfriends
asked him to recaive them on his behdf, as he was working on that particular day” |
was informed. The beneficiary became angry after learning that hisfriend
misappropriated the money and not even willing to repay him, so heresgned. The
remaining group was disappointed o they aso expeled the culprit. Most
unfortunately, that move worsened the whole Stuations, because the next person to
get payments was going to get for ten people only, while he has completed a cydle of
12 turns of payments. The remaining group was not prepared to compensate him, and
there was an atmosphere of unjust and dissatisfaction, ard people arted resigning
one dter the other until eventualy the whole stokve collapsed.

6.6.3 Conclusions

The successful groups interviewed reflect a strong demand from families to use their
kinship ties in even further strengthening the family unity. In addition, their origingl
objective was expanded to ensure increased economic return on activities. They have
astrong condtitution that clearly spells out rules for financid transparency and how
pendtieswill beinvoked. A strong leeder that ensured expertise in financid metters
on her committee further ensured success. Thisisagood example of the successful
groupsintheinterview area.

The second society was loosdly tied together mainly on the basis of the demand for
partiesand music. A condtitution did exigt, but it was mainly the effort of one person.
It was vague and not specific in terms of pendties and rules on financia management
and respongihilities. It had no strong layers of socid ties like thefirst group
discussed. 1t was doomed to fail eventudly.

6.7 Mpumalanga

6.7.1 Introduction

Eagtern Mpumdangais ardaively poor area on the borders of Swaziland and
Mozambique, with dense populations and few economic resources. Familiesin these
aress and particularly women with responghility for children have limited accessto
wage work, and need to make ends meet with little in the way of formd financid
sarvices. Mog of the financid infragtructure in the Mpumaanga Lowveld is
indigenous and locally organised, without the assistance of the financid indtitutions of
the developed economy of South Africa

Issues which are highlighted by the Mpumalanga results include
the question of how the transition takes place from closed and
inward-turned groups which serve only their own members to more
sophisticated groups offering a wider service, and what the role of




management and of management compensation needs to be to
maximise the chances that either indigenous or outside-catalysed
groups will survive and continue to provide services. Where
Mpumalanga differs from KwaZulu Natal and the Eastern Cape is
where new pitfalls for savings and credit delivery emerge in
connection with the institutionalisation of management.

6.7.2 Salient aspects

The groups, which were contacted for the DGRV/ UP study in Mpumadanga, are for
the mogt part sdlf-organized savings and credit groups.  Asin the KwaZulu Natd
sudy, the groups encountered fall into two main categories, rotating savings groups
which do not accumulate funds and which pay out after a few months, and
accumulating savings and lending groups, which pay off yearly. No rotating groups
were encountered which dso meade loans, but dl the reported accumulating savings
and credit groups did give loans and dso charged interest. Indl the recorded cases
the interest rate was 20 percent per month, and many groups adlowed loansto run over
extended periods of up to one year. Mog of this credit went to members of the groups
themselves, but some appeared to go through relay on-lending to non-members, and

in some cases non-members were able to access loan credit directly. When this
happened, it often gppeared to take place in contravention of the group’ s accepted
rules.

However, in addition to the self-organised groups, one of the
groups that collapsed was contacted was catalysed and organised
by a representative of the Kangwane Economic Development
Corporation.  Although there were few details on this initiative
known to the respondent, this group seems to have been part of a
larger savings mobilisation programme aimed at assisting
household small farming in the former homeland.

It appear that the M pumaanga slf organising savings and credit groups in some ways
differ agnificantly from the sdf organisng groups found in KwaZulu Natal. In
particular, there is less emphasis in member accounts on the stake of group members
in theinterest from loans, and perhgps grester concern for savings accumulation and
accessto loansin emergencies. This difference in emphasis may have wide-ranging
conseguences for how the groups work, and for the role of group management.

Respondents interviewed reported thet they were strongly involved in different kinds
of sokve savings and credit activities, with accumulaing savings and lending groups
outnumbering the rotating savings groups. However, the trend for this smal non-
random sample does not gopear to be as srongly biased toward savings and lending
groups as the KwalNyuswa and KwaDumisa samples, where only 17 percent of the 23
groups contacted were rotating savings associations, and one of these used another
mechanism to enable them to accumulate cash and give out loans. Five of the 13
Mpumaanga groups for which interview data was recorded were roteting savings-
only groups, with the remaining eght representing accumulating savings and credit




asocidions. At the sametime, ten out of 13 respondents belonged to some kind of
savings group a the time of the interview, regardiess of whether the particular group
they reported on was continuing or not. From thiskind of indication, it would appear
that these leves of group membership might be higher than what is reflected in the
interviews from Eastern Cape: however, the nature of the two quota samples makes
this uncertain.

Other characterigtics of the Mpumaanga savings and credit groups which may have
sgnificance for the way they operate are the large number of un-named groups, and
the tendency of savings and lending groups to kegp substantid amounts of cash
outsde of bank accounts, in merrbers homes or a tribd offices. Only two groups
out of the total kept their cash a abank, and one of these used a member’'s persond
account rather than a group or club account.  In the Sukumani or Stand Up group,
which was organised by a representative of KEDC, the account was kept a a bank but
only the KEDC organiser seems to have had any contact with the account.

The reason mogt often given by respondents for not dedling with banks was a fear that
the banks would retain a Sgnificant share of the group’s capital as aholding fee for
the account: it isnot possible to be sure on the evidence available whether or not
thereisared problem with banksin the area carrying out exploitative practices or
didiking to ded with stokves, or whether this objection isasmokescreen for group
management preferring to keep their cash liquid and under their own direct control. In
any case, the prevaence of ad hoc arrangements for kegping cash in management
members homes argues for alow crimerisk in the area, and may reflect rdative
isolation in these Nkomazi villages.

At the same time, eight out of the 13 Mpumalanga groups had no
formal names of their own, and seem to have been known
informally in their areas by relational terms, and by the identity of
the organisers and of the neighbourhoods where they mainly
operated.  However, all the groups that dealt with outside
institutions had taken on names.

It appears that the leve of management and of member participation in managing the
finances of savings and credit groups is variable in Mpumaanga, and there appearsto
be no dear consensus on what role members should play in the running of groups.
Many groups ether hed little inditutionalised management of any kind, or otherwise

left nearly dl responsibility with the organisers or management committee and
seemed to expect little input from members outside of their contributions and

payments. Thiskind of structure appears reaively uncertain in relation to the groups
contacted in KwaZulu Nata and Eastern Cape, where members gppeared to accept the
principle that they should be in touch with the business affairs of their groups and

should be in apostion to question their group leedershipsif necessary.

No groups reported supplying individual members with copies of
the constitution, but most insisted that their rules were clear and
were understood by all members. Whether or not the group had a
constitution, some groups had a very full slate of officers, including




chair, secretary, treasurer, and either deputy chair or vice chair as
well as deputy or vice officers for the treasurer and secretary as

well. These offices seem normally to have included the founder or
organisers, but these people did not always hold the formal top
positions.

6.7.3 Conclusions

Overall, the Mpumalanga groups in the rural villages seem to be
grappling with the difficulties of ensuring effective management of
groups which are embedded in a highly mutualist framework but
are also under stress from poverty. In many cases they may also
be sustaining a considerable degree of unsanctioned off-take from

management committee members — a possibility that also holds for
groups in other provinces though perhaps to a lesser extent.
Participation in group affairs usually seems to be low even in the
accumulating savings and lending groups where the need for clear
management and rules is well accepted, and frequently does not
rise to the level of management care even in the rotating groups,
where members seem to expect to manage their groups through
mutual understanding without defined authority relations.

The combination of serious poverty on the ground with wesk adminigtration and
diligence procedures gppears to put groups under congiderable stress, and may often
result in collgpse. More than hdf the groups contacted in the Mpumaanga sample
hed collapsed, but accumulating savings and lending groups appeared to be more
robugt and longer-lasting than the rotating groups, and in some cases the accumulating
groups show signs of very resolute management. Demand gppears to be high for
savings and credit services, and there seems to be no clear consensus on whether or
not group members are entitled to adivision of the interest on loans when payouts are
made &t the end of the year. While some groups do make a point of dividing interest,
it gppears that more groups do not. When interest is not divided, the low leves of
member participation gppear to creste conditionsfor interest to be diverted by group
management to private use, perhaps under the category of management fees.

Inthislight it appears thet rotating groups fail often due to wesk structure and
diffusad control, possbly relaing to high levels of socid capitd which can make
questioning of managers or felow members difficult. By contragt, the accumulating
groups may fal more often because of wesk enforcement of rules or poor qudity of
management, though some groups appear to have worked past these problems. In
particular, the lack of focus on divison of interest earred through lending gppearsto
permit managers to manipulate interest to their own advantage.  Bases of cohesion
are normaly strong because of the tight socid interconnectivity of the rurd village
communities. It is possible that cohesion a this level combined with poverty and less
experience of the cash economy can contribute to conditions where groups are
reluctant to take action againg defaults or rule violations. The full role of socid




capitd in rlation to performance standards and due management compensation
remains to be fully explored for the Mpumaangarura context

6.8 Eastern Cape

6.8.1 Introduction

The Eastern Cgpeiswiddy agreed to be one of the two poorest regionsin South
Africa, and very little forma employment is avallable outside the civil service. Both
industry and farming continue to wesken in the province in spite of government
effortsto kick-gart economic development and provide indudtrid employment. For
families & the low end of the income didtribution, who have not been able to mount
the educationa qudifications needed to access aivil sarvice work, lack of formd jobs
has often meant being condemned to an inter-generationd cycle of poverty and
immiseration.

In this context, with more than four workforce participantsin every ten formaly
recorded as unemployed (DBSA, 1997), many people are never ableto find jobs and
remain unemployed for their entirelives. Across the Eastern Cape, in both rural and
urban areas, the unemployed have turned to the informa economy to bring in income
they cannot find in any other sector outsde of crime. Given their family role as
providers of last resort, women have been the leadersin the movement into informal
work. However, in this cold economic dimate, smal business activity tendsto be
serioudy undercapitdised. It remains caught in acycdle of cash flow crises, which
periodicaly lead to the collgpse of family enterprises, and women are the section of
the population least able to access capital and credit. Thereisaclear need for credit
delivery programmes in Eastern Cagpe that can work effectively to capitdise smdll
busness. However, any such programme needs to be able to address women, and
needs at the same time to be so structured that it does not require unsustainable levels
of subgdy.

Very few such programmes are currently in operation, and accounts from ground
level spesk of fruitless searches for smal business |oans accessible and affordable to
the poor. The evident shortfdl directs atention to casesin which exising
programmes show SUCCess.

The credit and saving mobilisation programme currently being run in Eagtern Cape by
Uvimba, formed to replace the closed former Ciskel and Transkel Agriculturd Banks,
is successfully maintaining a significant number of womentoriented smdl credit
groupsin both rurd and urban communities, and has been ddivering credit and
promoting savingsSnce 1998.  Though data callection isin avery priminary Sate,
the track record being developed by this programme isworth andysing in rdaion to
the mechanics of rurd and urban credit ddivery, and points to some of the factors
which affect sructured vehicles for provison of business credit to the poor under
conditions of severe scarcity.

This section is presented in more detail Sncethisisthefirst forma description of the
Uvimba pilot project. Thisisasargued an indication of astandardisation of rules
across groups and thus an initid formaisation of informd groups.




6.8.2 Discussion of salient points

The groups being consdered under the Uvimba credit programme participate in a
tightly structured credit ddivery system which has specific rules and procedures, and
which provides agaff complement of facilitators and trainers to help groupsto put
themselves on a sound foating and pass through the stages of accessing and repaying
credit while maintaining Smultaneous savings mobilisation. In this context, the
groups being supported by the Uvimba programmeis nat fully self-organisng and do
not refresent indigenous credit ddivery, but rather are catalysed and supported from
the outsde. They operate in amutudigt relation with the Uvimba structures and come
into being in terms of the invitationsissues by the Uvimba ddivery sysem. However,
these formdised groups are not the only form of credit activity teking place a the
grass roots, and the Uvimba credit groups operate in baance with indigenous credit
organistions.

The wider context for the Uvimba groups includes a range of
indigenous credit groups working on stokvel principles, which are
accessed by the same people who participate in the Uvimba
programme. These groups include both rotating savings groups

which pay out on a relatively short cycle and seem to address
consumption needs as a main priority, and accumulating savings
and lending groups which work on a yearly cycle and aim at
income generation as well as savings mobilisation.  Results for
the current small sample of ten cases show three out of ten
Uvimba participants reporting independent stokvel involvement in
addition to their borrowing and saving activity through Uvimba.

Of these three cases, there were two femae and one male group members. Four
rotating siokvels were involved, and one accumulaing saving and lending group.

One woman belonged to three stokvel groups, but the others belonged to one only.
On this evidence, and on the remarks of participants, it may gppear thet the level of
stokve involvement for these respondents in the Eastern Cape could be lower than
that found in the inner and outer peri-urban communities where research was carried
out in KwaZulu Natd. Likewise, the baance gppearsto tip in favour of the roteting
sokvels amed a consumption needs, which give little support to smdl business. As
reported, these rotating groups did not maintain bank accounts or meke loans, and
therefore did not gppear to be dosdly invalved in capitdising business activity.
Another condusion may be that the stokve activity is lower since the Uvimba groups
replaced some of the demand for stokve activity.

In the available cases there were no reports of smadl businesses making use of stokvel
loans ether as sart-up credit or to backstop needs for working capitd. While self-
organised stokvels may partly fill the need for smal business capita in some parts of
South Africa, there is no dlear indication a this stage that the commoner kinds of
gokvel in the former Ciske aress of Eagtern Cape have alarge rolein this niche.

However, in three cases Uvimba credit groups reported what gppeared to be use of
dedicated supplementary siokve operations to help group members maintain their




household consumption needs in a viable Sate and to better ensure that cash would be
available for making the required Uvimba pyments. It is not clear whether thisuse
of alinked rotating stokvel asinsuranceis part of the Uvimba recommended
procedures, or whether these groups had taken it up on their own initictive.

The Uvimba credit and savings operation began establishing
groups in 1998, and currently counts 210 active groups in the
African communities of Eastern Cape. In addition to these, eight
groups have collapsed and stopped operating, and five of the total
is thought to be shaky. On these figures, less than four percent of
the groups, which have entered the credit programme, have fallen
apart and dropped out short of their goals. This can be seen as a
remarkable rate of survival in view of the general fragility of co-
operative group credit programmes, which are sometimes known
to lose a third or more of their member groups due to the difficulty
of maintaining mutual responsibility for repayments in the face of
individual member defaults. In considering the results given below
from groups, which did collapse, it needs to be borne in mind that
groups, which fall apart, have been relatively rare. It is not clear
how many groups may be in arrears on their payment, or whether
Uvimba has reached a breakeven point on their credit delivery.
Complete case studies are given in Appendix One for Vincent P,
whose group collapsed, and for Hannah K, whose group is seen
by its members as doing extremely well.

Structure of programme

The Uvimba credit and savings programme offersimmediate collective credit to
newly formed groups, which dlowsfor R 500 per participant, followed by an initid
repayment period of savera months before ancther, larger loan can be accessed.
These loans are drictly intended for business use, and repayments are expected to be
made out of businessearrings. The loans are used individudly, by the individua
businesses, but are dlocated collectively, to the groups, which are efterwards are
collectively respongble for repayment.

After completion of five cycdesin which increasing amounts are borrow ed and repaid,
group participants reach the levd where they have the option of borrowing individua
loans of R5000, on presentation of a suitable business plan to the Bank. However,
they may dso remain with the programme in their groups, and continue to save and
borrow.

Compulsory savings accompany the credit programme, so that participants build up
an individua gake dthough they do not lend any of their funds to outsders for
interest earnings. However, this savings component remains with the Bank until the
group reeches completion of thefifth cycle, which releases the money to the
individua members, or until the group dissolves and members leave the programme.
There was considerable uncertainty about the interest rate paid on the savings




component, though dl respondents agreed thet their facilitetor had explained it to
them. Uncertainty here may suggest that group participants may not be sure of how
much money they will have saved by the time the savings component is released to
them. Discussions with Uvimba management suggest that the accumulated savings
eement a the end of the fifth phase would come to about R 800 per group member.

Group formation

Uvimba groups are catalysed by the group facilitators, who are each responsible for as
many as 70 groupsin relation to loca centres which are maintained by Uvimba as b
weekly or monthly meeting places for their credit groups. Facilitetors receive R15
monthly commission for each group whose payments are up to date, but lose 20
percent of their commission for each group that islate in paying. Fadilitators dso
check group record keeping and act as arbitrators in cases where arrangements are
threatened. Groups are dso provided with trainers, who try to teach them the
procedures required by the programme and in particular, how to keep effective
records.

The Uvimba groups are organised around the need to form agroup and comply with a
given st of procedures in order to obtain access to business credit.  Each group
comprises five members, and is oriented toward women' s participation in that women
arerequired to outhumber men in order to minimise mae domination of women
members.  The programme dso targets smd| business and the poor in thet only smadll
business operators who are unemployed qualify for membership. Participants were
initidly required to have been in busness for Sx months before they could enter the
programme, but this qudification has now been raised to two years, in order for
informa enterprise operators to have shaken out their business operations and gained
athorough understanding of their own business environment. Groups are required to
deliver payments on schedule regardless of whether any individua group members
default or not, and groups are collectively responsible for guarantesing payment from
dl members. Asreflected in the interview sample, the eight groups contacted
resemble each other closdy in sticking to the recruitment sandards laid down by the
Uvimba programme.

Meetings and payments

Group members pay in their savings contributions a the same metings in which they
pay their loan contributions. These meetings are held at the loca Uvimba centre, and
50 groups meet a any given time. Contributions are paid publicly, in order to put as
much socid weight as possible on the savings transaction, and to ensure that members
who arein full compliance greetly outnumber those who may be thinking of default.
Groups dso hold separate meetings for their own members only, but these meetings
sometimes appear to be rushed due to the demand for informd tradersto remain a
their business operations at dl times. Most groups reported that they met quickly on
matters of concern and did not serve refreshments, which was not found with the sdif -
organised credit groups in KwaZulu Natd.

Reasons cited for joining the Uvimba savings and credit groups related mainly to the
declared objective of the programme as emphasised in training, in relaion to access
credit for smal business. The Uvimba management notes that many people who




belong to groups participating in the credit programme might be better pleased if they
could access business credit individualy and directly from the bank, without having
to go through the process of savings mobilisation and credit repayment. The role of
the credit and savings programme in this regard appears to be the classc one of
developing a repayment track record for smal informa traders whom otherwise
would be unknown to the banking sector and too unproductive as clients to obtain
accessto formal loans.

However, in addition there may be some question as to whether the undoubtedly very
strong desire for business capita was the only active reason why group members were
interested in joining the programme. One group interviewed came together partly in
response to the idea of obtaining credit to relieve the periodic domestic support crises
which she and her associates had been experiencing, and which they had previoudy
handled through stokve or group assstance mechanisms.

Characteristics of members

Little can be said about the profile of group members for the
Uvimba programme due to the small size of the sample, the
absence of randomisation and to the fact that groups which had
collapsed represented a much higher share of the quota sample
than failed groups represent in relation to the universe of 210
active Uvimba savings & credit groups. However, it would appear
that the ten respondents fall approximately into line with the
characteristics wanted by the programme.

Respondents included two men out of ten interviewees, or onein five group
paticipants. These mae respondents were rdaively young a 36 and 38, whilethe

average age for the women participants was in the same range, & 38. Only one
respondent was clearly above the age when she would have been raisng her own

children.

All participants were unemployed and active as informal traders in
different lines of enterprise. Only one woman group member
described herself as actively looking for work, while two stated
specifically that they had become discouraged and were no longer
looking. Group members interviewed were also relatively well
educated, with a median education level of Std 7. Only one
member reported that she had had no education at all, while one
other had only a Std 3 qualification, below functional literacy. All
others would have been well able to read and write an important
factor in relation to record keeping requirements.

One man of 39 and one woman of 33 said they were unmarried,
with all the rest giving their marital status as married rather than
single, widowed, divorced or abandoned. In the light of the




KwaZulu Natal results, which appeared to suggest that savings
motivation and group participation were linked to the need to
mobilize extra income in a married household context to support
and educate dependent children, the strong prevalence of married
people and adults of active working age among the Eastern Cape
respondents may be significant.  Only the one elderly woman
respondent and one newly married younger woman said they had
no children at home with them requiring to be supported. For the
other respondents, the average number of non-working children at
home was 3.7, a potentially significant burden for unemployed
parents.

For this small sample, participation in the Uvimba credit
programme does appear to have brought a significant level of
access to credit. Only two respondents reported that they had

never borrowed an interest-bearing loan of more than R 1500, and
the median loan value recorded was R 2000. Nearly all these

loans had been obtained through the Uvimba programme.
Bases of recruitment and cohesion

The accounts collected suggest that the Uvimba groups at least have been condtituted
in terms of the requirements laid down by the programme. Because of the reporting
groups gpparent close compliance with the detailed Uvimba requirements as taught
by trainers and facilitators, the groups gppear in the smdl sample of respondents
accounts as resembling each other very closgly, and showing little variation in the
way they are recruited and Structured.

On the actud recruitment process, accounts suggest little variation, and groups often
seem to form at the actud introductory mestings, among people who have shared
interests and often live in the same area. In this sense group recruitment may be
difficult to forecadt, as some of the actua process involved gppears to be ad hoc rather
than based on socid capitd or other contactsin thefirgt instance.

6.8.3 Conclusion

The dangers threatening co-operative group credit programmes are usudly seen as
default and mismanagement leading to the risk of groups collgpsing. Toa

congderable extent, the success of the Uvimba programme in avoiding group

collgpse, while siill maintaining the requirement that group members guarantee each
others paymentsin the event of amember defaulting, has been perhaps unanticipated
(by the author of this section). Part of this success may be due to Uvimba' s successin
mohilisng groups that make use of effective bases of compliance rooted in socid
capitd. However, the ways in which Uvimba structures handle leadership roles is
aso likely to beimportant. The key questions may be how the Uvimba group
structures gppear to cohere even when, asif often the case, they are formed suddenly




and atificdly from apoal of possible participants, in response to an unexpected
outside opportunity.

The Uvimba credit and savings groups are highly structured, and seem to have met
griking success in an impoverished region. Savingsin this formd finance exercise
are not used directly to fund borrowing, and instead group participants pay off
collective loans using their income, over avarying period that amounts to months.
Group facilitetors are encouraged to be grict in enforcing the rules and procedures of
the Uvimba programme, ensuring that groups have to be able to contain and harness
condderable interpersond tension to ensure that dl repayments take place on
schedule. Savings and credit groups need a dgnificant level of cohesion to Say the
course for this kind of repayment regime, and more then 95 percent of the Uvimba
groups, which entered the programme since 1998, gppear to be till operating
successtully.

Thissurviva rate appearsto trace partly to the programme s effective identification of
strong bases for group cohesion to reinforce groups, which do not asarule form
gpontaneoudy. The Uvimba groups are based mainly on coresidencein the home
neighbourhood narrowly defined, exploiting locdity and coresidence as one of the
most effective bases of cohesion identified in the previous KwaZulu Nata study.
Reaults from the interviews suggest that in many cases in the Eastern Cagpe sdling
locdlity is aso determined by neighbourhood co-residence, so that many groups may
benefit from members  overlapping identification with both the resdentid
neighbourhood and the place of business. In addition, in some cases other locality-
related inditutiond affiliations such as church membership aedso involvedin
contributing to the mutua identification of group members. In terms of the required
Uvimba criteriafor group membership, group members aso know eech other
persondly so that they can maintain trust rdaions, and aso share much of the same
background.

With the exception of extended kinship connections, where the satus of group
membersis not known, the Uvimba programme gppears to be tapping the cohesion
potentid of locdity affiliation, workplace, indtitutiona co-membership, persond
connections and shared background with remarkable effectiveness. That is, these
outsde-catdysed groups make use of the same bases of group cohesion identified
among Hf -organised groupsin the KwaZulu Natd samples, but may do so more
purposively and comprehensively. The presence of these various bases of cohesion
can then serve to absorb and dissipate some of the tension involved in the savings and
repayment requirements, and may help to account for the strong survivd rate of
Uvimba savings ard crediit groups.

Therole of group leedership in ensuring that groups maintain compliance with their
internd rulesis supported in the Uvimba undertaking by the comprehensive rules for
repayment and the public context of centre meetings in which repayment takes place,
which give extraweight and status to the transaction. At the same time, much of the
active role of the group leadership in teaching and supervising diligence proceduresiis
taken over by the role of the group facilitators, who give advice, monitor records and
enaure the correct banking of contributions. It is exactly these aspects that sometimes
exert pressure on group cohesion where ingbility to accurately caculate interest rates




and didributions led to groups eventudly collgpsing (as in the case of KwaZulu-
Natal).

However, the cases recounted in the interviews aso reflect the importance of the role
of group organisersin holding together groups, which often have a consderable ad
hoc eement in their recruitment. 1t gppears to be the case that organisers persond
connections dso have an important function in mediating internd tenson. Thisis

true especidly in the important early stage of group development and bonding, while
groups are sitling into their procedures, and are coming to terms with the Strict
requirements of credit group participation. In thislight it would gppear that a strong
group leadership might be important particularly where socid capitd isless strong
than it might be, and thet in conflict Stuations the persond connections of the group
organiser to the members may make a decisve difference.

6.9 Salient aspects from all provinces

The KwaZulu-Natal group interviews were executed and
interpreted under direct supervision and by the senior researcher
contracted to attend to the rural sociology aspects around group
formation and performance. Several traits of successful and
unsuccessful groups were identified by the in-depth analysis of the
KwaZulu-Natal material. We take our cue from the KwaZulu Natal
discussion and measure in a qualitative way the differences
between the findings in KwaZulu-Natal and the other provinces.

Two essential aspects have been identified in KwaZulu-Natal
regarding the adhesive variables in group formation, viz. Layers of
social capital linkages and Strong Leadership. We have built on
these two considerations based on the results of interviews in
other provinces. In the next section we start with the more detailed
consideration of KwaZulu Natal and expand based on the findings
in other provinces.

Recruitment characteristics of effective groups

Case data suggests some of the factors concerning group
membership and cohesion that go along with group success. In
this light, an ideal savings and credit group might be likely to have
the following attributes underpinning its cohesion:

Group size 10-30
Younger to middle aged married members with children
Locally born members in the majority

a
a
a
o Extended family and marriage connections




o Employed members in the majority and reliable income sources
for others

o Economic homogeneity

o Membership contained within one locality
o Overlapping co-membership in church, business or other active
local institutions

o Motivation to engage in additional lines of economic activity

o Consensus on goals involving household investment as well as
consumption

o Shared ideology of mutual assistance

o Group formation start with burial society or stokvel motivations
and expand to lending activites to non-members to increase
revenue streams from group activity

o Access to outside facilitation for technical and procedural
assistance

That is, savings and credit groups appear likely to have increased
chances of success if they combine strong local roots with strong
inter-household connectivity, have effective access to the money
needed for contributions, believe in mutual support, and are
actively engaged in advancing their economic standing: personal
connections and ritual bonds may also contribute to success. Not
all these characteristics necessarily apply to groups comprising the
rural poor, as opposed to the better off people in any rural
community. Many of the successful groups had a core elite
membership, though others were comprised of the working poor.
To the extent that the poor meet the social and spatial conditions
for forming successful savings and credit groups but fall short on
the economic criteria, their groups can be expected to face
increased risk and strain and may be in need of greater help.

Performance characteristics of effective groups

Effective groups aso show anumber of characteristics related to how they manage
their operations that can be seen in the case data. In addition to maintaining effective
bases for group coherence, the most effective groups seem to provide:

Clear rules covering participaion conditions and interest on loans
Full access by membersto therules

Pendtiesthat are invoked immediatdly when rules are broken
Full access by members to the records

000 o




o Commitment by management to trangparency and accountability and clear and
apen communication on al group issues

o Membership commitment to maintaining group rules for members

o Membership commitment to requiring accountability from management

o Adjusting group Sze to the circumstances and demands of the group

o Attaindbleleves of cortributions
o Competitiveinterest rates

o Literacy and numeracy skills adequate for record keeping
o Workable procedures for deding with accumulated interest

0 Workable and acceptable sanctions procedures
0 Good internd mediaion and control of digputes
o Sense d forward movement and shared purpose

Asde from the content of the group’s forma procedures, perhaps the key concern
here is the baance of responghility between management and members. Depending
on how homogeneous the group is and what its bases for coheson are, more or less
responghility for ensuring darity and compliance in relation to rules and procedures
comes onto the leadership or onto the members.

Leadership dynamics

In addition to membership commitment to whichever modd of group cohesion
goplies, effective inditutiona leadership appears as akey factor. It needs to be noted
that in spite of the literature on how groups should choose leeders for greatest
representation and effectiveness (cf Uphoff 1992, 1994), the kind of leedership
characterigicaly found in these groups is emergent. That is, groups do not usudly
choose leaders at dl. Instead, leadership roles are attributed more or less
automaticaly to the group’s founding members, who usudly act on their own
initidive and are therefore designated, before the group takes shgpe. Thisholdstrue
even in Stuations where the group organiser declines to take on any formd office.

Groups continued to look to organisers to keep the groups they recruited operating
smoothly, and responsibility defaults to the understood role of the organiser when the
formd office bearers may not be performing effectively. Organisersin many cases
gppear to be less educated people with vison and strong mativation rather than
educated and technicaly qudified people. Organisers gppear from the case datato be
well aware of this problem, and went out of their way to bring educated people into
ther groups. Thiswas evident in the discussion in dl the provinces.

The dynamics of failure: what are the risk factors?

Case data suggests that rotating savings groups are likely to be
easier to manage and control than accumulating savings and
lending groups, assuming that the bases of cohesion are roughly
equivalent. A central reason is the difficulties involved with
bookkeeping for accumulating savings and lending groups, which




are multiplied when the group begins to accept variable
contributions as well as interest on continuing loans of different
sizes. Results suggest that the problems with transparent
administration of complicated interest transactions for savings and
lending groups — which see interest as the key reason for their
existence - is probably the central problem creating tensions within
the newer kinds of income-generating lending groups. At the
same time, these groups are now much more popular than the
older rotating savings associations, and the case data shows a
considerable amount of pressure for rotating savings-only groups
to convert into income-generating savings and lending
associations.

Mog falures can be ascribed to ingfficient financid management, lack of
trangparency in the financid matters of groups and these led to mismanagement and
corruption in groups. 1t was dear that these circumstances prevailed in groups with
weaker leadership and where information asymmetry existed between members due to
lack of socid capitd linkages. Although the main problems for informa finance
groups are often thought to be embezzlement and |oan defaullts, the results suggest
that these may not be the only or even the mogt important issues. Taking both
recruitment and performance factors together, risk factors identified include:

o Weak group structure, with few internal connections between
members

o High reliance on friendship connections alone in recruiting the
rou

&) %ecg)ming overextended through expanding group membership
to unmanageable size

o Weak or ineffective leadership, leading to unresolved
grievances and disputes

High proportion of members without young children
High proportion of members approaching retirement age
High proportion of members on pension

High proportion of illiterate members

[ I S S ]

o Unrealistically high contribution requirements against members’
income levels

o Requirement for unequal pay-ins and equal payouts, OR

o Absence of mechanisms for equitable division of interest
revenue

o Absence of written constitution
o Lack of access to group rules and/or constitutions




o Lack of access to records

o Complacency and trusting management to control funds on

members’ behalf

o Technical failures of record keeping, especially in relation to

interest revenue

o Lack of transparency and resistance to questions on the part of

management

o Culture of impunity, in accepting that leaders and managers

have some right to enrich themselves
o Lack of participation and indifference on the part of members

6.10 Conclusion

The results from the case material suggest that rurd savings and credit associations
face anumber of characterigtic problems, but are remarkably robust in spite of ther
risks. Severd groups faced with disgppearance of funds have managed to force their
management or the guilty party to pay back the missng money, and are e@ther il
operaing, or expect to resume shortly. The groups, which collapsed entirdly, faced an
unrestoreable loss due the misgpproprietion, logt ther organiser, or suffered from
multiple difficulties of an organisationd nature. At the sametime, it gppearsto bethe
groups, which do not have strong webbing of overlgpping socid capita connections
that are mogt vulnerable to the other risk factors. The groups, which fell apart,
recorded an average of 1.8 forms of interna interconnection, against an average of 2.6
for the 19 groups that survived (as measured in KwaZulu-Natal).

The groups themsdalves seem to be in the process of evolving from smpler savings
mohilisation Sructures to more complex types, which are oriented toward income
generation and are taking up some of the functions of forma banks. Interest rates
seem to have stayed steady or falen in some of the locdlities, but a an average 20-30
percent are prevailing for aloan period of five or Sx months. Interest gppearsto run
higher in areas with less competition in the informal finance market. The overdl
devedopment of these groups into a more commerdial form and toward share schemes
may be held back by the prevailing ideology of mutud help and equdlity, which has
ressted the principle of differentia divison of group assts. It ssemsasif the
members decide on managesble group Size and managesble finandid products and
contain the group's growth in this regard.

Apart from wesak socid bases of cohesion, the sSngle most serious risk factor affecting
the savings and credit groups contacted is probably financid mismanagement and

lack of trangparency and prompt reporting on financid issues. Opportunities for
mismanagement have proliferated as more complex forms of savings and credit
operation requiring ahigh leve of literacy and numeracy have taken over from the
earlier types. However, some groups collapsed immediatdly after formation dueto
the embezzlement of thefirgt take, indicating extremdy week socid capitd linkages
and alack of information on which to base member recruitment.




Therisk to group surviva from accumulating defaults gppearsto be lessimmediate
than might be anticipated. Freproofing rules being adopted by many groups seem to
have reduced the risk to the group very sgnificantly.

Ingtead, the risk to group cohesion and surviva often comes more directly from the
procedural and leadership demands of running these rdaively complex groups, which
create serious interna stresses. These stresses are then absorbed or attenuated by the
shock-absorbing webbing of socid capita connections, which wire the better-
organised groups together. However, there are in addition demographic and

economic red flag factors, which can increase the standing tension within groups.
Many of these emerge from the basic conditions of poverty, where people who do not
fit theided profile for savings and credit activity till need to form such groups. Key
condtituencies here that are aso risk groups may be people of penson age who are
gl raisng young children, and unemployed sngle mothers without religble incomes.
On the other hand, as the interviews in the Free State showed, some groups were
formed based on the rule that any progpective member must be unemployed. Herethe
cohesion was based on locdity and socid objectives to accumulate for specific needs,
rather than to use the group caata to expand revenue streams.

How wdll these additiond problems are offset by effective and wise management has
agreet ded to do with group survivd. Some consderationsinclude:

o Animportant factor in abilisng group management may be the availability of
outsde hdp or fadilitation services, which may be enough to tip the balance
toward maintaining operating trangparency and good membership rddions, and
can aso provide light for the group management on successful record keeping.

o Ancther possible dynamic here would be arole for savings and credit groups of
the poor formed on a cooperative basiswith reatively lower interest rates, and
aming a awider clientde and relatively high turnover. On the example of
village banking, groups of this kind might provide some of the same kind of
lower-priced competition for the present groups centring on well-educated people
and charging reldively high interest rates.

o Traning needs probably centre on wider dissemination of bookkeeping killsto
engble memberships as well as leaderships to manage the complexities of
contemporary loan books, and to ded successfully with tracking and managing
interest accumulaion. The lack of finandd skills and syslems may dso provide
the opportunity for the provison of very basc sandardised financid systems,
epecidly for groups sarting out to expand revenue streams from the provision of
basic financid services

0 Resultsaso suggest adear need for capacity building work with group organisers
as the main leaders looked to by group members. Thesevisonary individuasare
not usudly superseded as key leaders by formd officebearers, and may often lack
education and technical skills needed to oversee and run successful income-

generating groups.

Further work needing to be donein rdaion to informa savings and credit groupsin
rurd South Africawould include wider investigetion of reasons for falure, the




ba ance between investment and consumption in how members use their benefits,
close congderation of how groups compete and how competition is related to distance
on the ground between competing groups, the relation between interest charged and
the volume of loans being processed by a group, gender relaions as they affect the
relation between managenment and the generd members, and cost-effective training

options.
7. Opportunities for co-operative approaches’

7.1 Introduction

In our analysis of the opportunities for co-operdtive approaches to financia services
provison (or financid intermediation) in rurd South Africawe will beled by exiding
financid co-operative experience in South Africa, and the potentia based on our
group based research. However, mere supply of a concept will be meaningless
without a proven demand for financid services inrurd aress. In this section we will
firg establish some idess regarding demand, then turn to existing cooperdive
endeavours and lasily trandate our findings of the groups studied into opportunities.

7.2 Demand for financial services in rural areas

The Strauss Commission (1996) made the firgt attempt to gauge demand for financia
sarvicesin rurd arees. They concluded that an inadequate database on rurd people
and rurd economic activity exist to caculate demand in quantitetive terms. They
followed an goproach where they described current (in 1995) and potentia economic
activity in rurd areas and then trandated that into demand for financia services.

They confirmed that a demand for financid services does exist and that the offering at
the time was inadequate and extremdy inefficient in terms of cost congderations.

In the period since the Strauss Commission Reports (1996) it was noted that formal
private sector provision of financid services decreased in that commercid bank
presence decreased in rurd areas. One measure of thisis the observation based on
consumer survey results by Eskom (1998) that indicated a decrease from 55 per cent
of the peoplein rurd areasin 1995 thet were in dose proximity from commercia

bank branchesto nearly 30 per cent in 1998. If we accept that thisisatrend it is clear
that thisis till on the decrease.

Closure of some provincid paragtatd financiers and the near dormancy of other dso
indicate a decrease in the provison of financid services by state supported entities.
However, one inditution, the Land Bank increased its outreach to rurd people and
amd|l farmers from nothing to nearly 43000 people over the last three years. Thisisa
formidable increase, but as shown, dill reflects a very low penetration of the market.

Most recent rurad smal farmer and small enterprise surveys dl emphesise alack of
accessto financia services.

" This sections draws from the work of Nicole Goler van Ravensburg on Modern Approaches
to the promotion of co-operative self-help in rural development: Implications for South Africa,
Occasional Paper of the Konrad Adenauer Stiftung, October 1999.




In summary, we trandate the activities outlined and the trends identified into a
Szeeble demand for financia servicesin rurd aress.

7.3 Current collective action financial endeavours in rural
areas

Someinitiaives (combined private sector, donor and government) are concentrating
on the furthering of collective action sdf-help organisations. We have discussed the
activities of Finasol and FSA in an earlier section. In addition the Savings and Credit
Co-operative League (SACCOL), traditionaly the credit union movement in South
Africais aso emphassing cooperative gpproaches. The most successful rurd NGO,
Smdll Enterprise Foundation in Tzaneen is emphasising group gpproaches. The
Uvimba groups have emulated their activities. At larger scale for more affluent
dients commercid farmer groups consider collective action approaches to the
provison of financid services.

The evidence is that the co-operative concept in the provisoning of financid services
inrurd aressisdive and being implemented.

7.4 Analogy between the group study results and co-
operative ventures

In order to provide asummary of requirements for successful co-operaive sdf -hep
ventures we turn to the comprehensive work of Goler van Ravensburg (1999). Thisis
to hep build a framework with which we can draw pardles (if it exists) between co
operative endeavours ard what we observed in the provincid interviews. Firgt, we
look at the requirements for co-operative saif -help organisations and secondly, we
look at internd and externa success factors of the development of successful sdf help
co-operaive.

Goler ven Ravensburg (1999) notes that, “based on internationd literature, we can say
that for any organisation to be co-operative meansthat it isasdf help organisation
that:

0 Isdesgned to be permanent, that isit can survive independently from members
janing and leaving and is economicaly efficient,

o Isbasad on open, nondiscriminating and voluntary membership of natural
persons who can make use of its services whereby the general meeting of
members decide on membership gpplications,

0 Hasasits primary am the economic promotion of its members by means of
busi ness relations with them, which can either mean ther (sdf- employment or
the provison of gppropriate servicesto them at near cost prices,

o Ingdlsapermanent core enterprise for this purpose which is owned, patronaged,
directed and controlled by the members,

o Promotestheir members by improving: their productivity of their subsstence
activities or in their own enterprises, their market position as producers,
consumers or employees, their access to meterid and non-materia resources, their
know-how, formd or informa knowledge, sandards of information or education
and training,




0 Paysalimited interest, if any, on equity,

o Primarily makes use of its members own resources for their promation, the
acquigtion of externd resources forming only a secondary am,

o Digributes the economic surplus achieved justly and equaly among the members
by rewarding them according to their turnover with it and/or by setting up
(divishle) reserve funds and/or by financing promotiond activities, such as
training and education,

o Hasaprimeinterestin member education and training.

When considering the characteristics of co-operative sdf -hdp endeavoursit is clear
that the changes being experienced in informd financid groupsin South Africaarein
the direction of the above-mentioned traits. The research showed that groups are
expanding traditiona stokvel and burid society activities to lending activities to non-
membersin order to increase group revenue streams. In addition the formation of co
operative ventures could aso be studied to seeif it resembles the formation of
informd financid groups.  Gdler van Ravensburg (1999) argues that two sets of
factors are important here, internd and externd factors. She defines criticd internd
fectors as the desire to improve one' s own economic Stuation, the involvement of a
promoter of the co-operative concept (very often outside of the potentid member
group) (or a*“ co-operative entrepreneur” according to Goler van Ravensburg (1999)
quating Ropke. In theinforma groupsthisis normaly the founding member(s), and
in the case of some of them, an outside facilitator in the form of acommunity worker.
Another important concept is the retention of member loydty, participation and
monitoring and decison-making. Once these activities are 0lely the respongbility of
afew (or an appointed manager) many co-operatives move away from the wishes and
agpirations of its members. Smilarly, dear communication and member involvement
in dl activities of informd financid groups are some of the traits, which showed
successful groups.

7.5 Potential summarised

A demand exigsfor financid servicesin rurd aress. A lack of supply of financid
savices by financid inditutions exists. Formd finance, especidly private sector
initiatives, is scarce and decreasing in rurd aress. Current gpproaches emphasise self-
help, savings firgt, cooperative based initiatives.

Our research shows that informd financia groupsin rurd areas are thriving and are

well supported. These groups comein different guises. Itisclear that atrend exist in
turning the traditiond stokvd and burid society into more efficient revenue

generating entities. More efficient and revenue generating entities brings more
sophigtication and reguires more informed management and governance. Thus,
formalising these groups in a phased gpproach makes sense. 1t makes further senseto
formaise those, that answer to the traits outlined, in a manner that emulates their
socid origins, thus on a collective action basis.

8. Summary, conclusions and recommendations




In this report we have first described the sate of rurd finance in South Africa We
have found that microfinance in generd is a growing and blossoming sector, however,
thet is mainly true for wage earners and mostly in urban areas and larger rurd towns.
When we turn to the finance of M SEs and especidly smdl farmersin rurd aress we
found the provison of financid services for this segment inadequate. However,
collective action gpproaches and an individua based loan programme of the Land
Bank are making inroads into this void.

We have sudied informd financid groupsin six provinces. Theseinduded

successful (exigting) groups and groups that have faled. An innovetive semi-
sructured interview process was gpplied by making use of existing points of accessto
informd financiad groups. The andyss of the interview results showed thet the
groups themsalves seem to be in the process of evolving from smpler savings
mohilisation sructures to more complex types, which are oriented toward income
generation and are taking up some of the functions of forma banks. The overdl
development of these groups into amore commercid form and toward share schemes
may be held back by the prevailing ideology of mutua hdp and equdity, which has
ressted the principle of differentid divison of group assts. It ssemsasif the
members decide on manageable group size and managesble financal products and
contain the group’s growth in thisregard. This may be due to alack of expertise and
sysems to expand.

Apart from wesk socid bases of cohesion, the sSingle most serious risk factor affecting
the savings and credit groups contacted is probably financid mismanagement and

lack of trangparency and prompt reporting on financia issues. Opportunities for
mismanagement have proliferated as more complex forms of savings and credit
operation requiring a high leve of literacy and numeracy have taken over from the
earlier types. However, some groups collgpsed immediaely after formation due to
the embezzlement of the firg take, indicating extremdy week socid capitd linkages
and alack of information on which to base member recruitment.

Therisk to group surviva from accumulaing defaults gopears to be lessimmediate
than might be anticipated. Fireproofing rules being adopted by many groups seem to
have reduced the risk to the group very significantly.

Ingtead, the risk to group cohesion and surviva often comes more directly from the
procedura and leadership demands of running these rdatively complex groups, which
create serious interna stresses. These stresses are then absorbed or attenuated by the
shock-absorbing webbing of socid capitd connections, which wire the better-
organised groups together. However, there are in addition demographic and

economic red flag factors, which can increase the standing tension within groups.
Many of these emerge from the basic conditions of poverty, where many people who
do nat fit the ided profile for savings and credit activity gill need to form such

groups.

How wdll these additiond problems are offset by effective and wise management has
agreat ded to do with group survival. Some considerations include:

o Animportant factor in sabilisng group management may be the availability of
outsde help or fadilitation services, which may be enough to tip the balance




toward maintaining operating trangparency and good membership redions, and
can akso provide light for the group management on successful record keeping.

o Ancther possible dynamic here would be arole for savings and credit groups of
the poor formed on a cooperative basiswith rdatively lower interest rates, and
aming a awider cientde and rdaively high turnover. On the example of
village banking, groups of this kind might provide some of the same kind of
lower-priced competition for the present groups centring on well-educated people
and charging relaively high interest rates.

o Traning needs probably centre on wider dissemination of bookkegping skillsto
enable memberships aswdll asleaderships to manage the complexities of
contemporary loan books, and to dedl successtully with tracking and managing
interest accumulation. Thelack of financid skills and sysems may dso provide
the opportunity for the provison of very basic sandardised financid systems,
especidly for groups Sarting out to expand revenue streams from the provision of
basic financid services

0 Results dso suggest adear need for capacity building work with group organisers
as the main leeders looked to by group members. These visonary individuds are
not usualy superseded as key leaders by forma officebearers, and may often lack
education and tedhnica skills needed to oversee and run successful income-

generating groups.

The detail reports® on the provincia group interviews provide the context and flavour
of each province and the Stuaion each group findsitsaf. Thisshould be noted in
province specific initiaivesin the future. The terminology and culturd fit of
endeavours should receive serious atention. Goler van Ravensburg (1999) noted that
the co-operative concept is not highly regarded in some cirdesin South Africa This
ismanly due to the inappropriate way in which the co-operative gpproach was
enforced in the past homeands. Thiswas as expected with disastrous results.
However, the co-operative concept is being goplied in awide variety of settings,
without it being sold as co-operatives. The formdisation of group approachesin the
Eagtern Cape, the more organised stokvels and burid societies, and epecidly those
that generate increased returns for its members, resemble co-operative gpproaches.
The purist may argue that resemblance is vague, however, the base gpproach of
collective action, of the whole is greeter than the sum of the individual components,

do goply.

How could we approach the strengthening of current financid groups? This study
highlighted severd grengthening factors. Many more issues can be synthesised from
thisinitid work. More detailed studies would leed to more varigbles that can be of
assgtance in the strengthening of the groups. Thefirg phase of support would beto
enhance capacity of groups, which are dready strong and may wish to work in amore
formalised guise, towards better economic returns for members. Information centres
and awareness programmes may serve to dert these groups to possible points of
support, which they can then access on demand.

® Detail reports @ the provincial studies are available from the DGRV, see back page for
contact details.




A second phase would be to eva uate groups that came forward and identify those
elements that need strengthening in the specific group in a specific context. Thisis
more like afocused technica assistance for groups then generdised traning
programmes.

A third phase would be to bring groups in aress in contact with one another, to further
build on the strength of collective action, now between groups and not between
individuds Obvioudy thiswould be a dow process, however, it would be more
focused than a generd training effort not targeted a any specific point of exiging
cgpacity and potentid.

To summarise, the following initiatives could contribute positively to formaisation of

current group’'s activities and degpening of financid servicesin rurd aress.

o Thepromotion of the self-hel p co-operative through structures dreedy activein
rurd aress, for example, community services, welfare officers, extenson officers
to embody the concept of the cooperative promoter. Thisisimportant to
establish concepts of collective action which may evolvein alocd verson of a
cooperative (for example asokve or aburid society)

0 The contextudisation of the concept in the area gpplied by using the traits of
successful groups areaspecific. The same gppliesfor loca terminology and
culturd fit.

o Thedevdopment of the ahility to identify groups who would thrivein amore
formalised forma — that is those that want to apply the collective action concept to
the generation of economic revenue. We propose the phased gpproach in this
regard.

0 Theprovison of training facilities and systems to support those groups thet wants
to evolve into more complex financid service formats.

Further work on informa savings and credit groups in rurd South Africa should
include wider investigation of reasons for failure, the balance between investment and
consumption in how members use their benefits, close congderation of how groups
compete and how competition is related proximity of competing graups, therdaion
between interest charged and the volume of loans being processed by a group, gender
relations as they affect the relation between management and the generd members,
and cost-€effective training options.
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