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ABSTRACT

The performance of rural financial institutions is of key significance to the
process of rural economic development. Rural financial institutions
internationally have generally failed to achieve their objective of promoting
rural economic activity by developing the rural financial sector mainly
through the granting of loans while also trying to maintain their self-

sustainability.

This thesis reviews the use of the Subsidy Dependency Index as a tool for the
measurement of the performance of a Rural Finance Intermediary. Evaluating

the self-sustainability of a financial institution does this.

Our point of departure is that conventional institutional financial evaluation
techniques such as the Return On Assets, the Return On Equity and a host of
other ratios have fundamental shortcomings when evaluating the performance
of development finance institutions. Financial ratios like the return on assets
and the return on equity are primarily suited to profit maximising institutions.
On the other hand The Subsidy Dependency Index is suggested as a highly
effective tool designed for evaluating and monitoring the performance of Rural
Financial Intermediaries, which primarily depend on subsidies for their
survival. A calculation of the Kwazulu Finance Corporation's subsidy

dependence index has been performed to illustrate the use of this tool.

Recommendations are that the subsidy dependence index provides a
quantitative insight to the cost of keeping a rural financial institution afloat. It
questions interest rate policy and calls for the improvement of the subsidy
dependence index and its monitoring. It also offers a consistent basis for

comparing the self-sustainability of different institutions.
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