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Although all the respondents mentioned that they used thelr loans for the intended
purpose, it would be difficult for moneylenders or anybody else to verify whether this was
true, mainly due to fungibility of money. According to Yaron (1992) fungibility of money
refers o a situation where borrowers can use borrowed funds for purposes preferable fo
them, regardless of the objectives promoted by policy makers. Very few respondents used
their loans for agricultural purposes. When asked to express their views about the service
rendered by moneylenders, only twenty five percent of the respondents felt that they
couldn’t survive without obtaining loans from the moneylenders. This could be a group of
people who are trapped in debt spirals; they have continued high levels of indebtedness
caused by various factors, such as overspending.

Conclusion

There is a perception that moneylenders are exploitative and as such they are generally
not pepular in the community. The resulis presented above indicate that most of the
respondents obtain their loans from moneyienders despite the fact that they charge
relatively high interest rates. It seems the public is ignorant about the cost of finance. This
point was proven when some of the respondents did not know the amount of interest
charged. They were only interested in paying “reasonable” monthly instalments. A high
percentage of the respondents mentioned that they never had any problem with the
moneylenders,

3.7.2 FAMILY AND FRIENDS

Family and friends as financial service providers differ from moneylenders in the sense
that lending is not their business. They, however, provide credit to the majority of people in
South Africa and elsewhere. in poor countries large volumes of loans are obtained from
family and friends and relatives (Dasqupta, 1993).

Characteristics of the typical loan

The following table gives presents the characteristics of the typical loan obtained from
family and friends.

Table 3.9. Characteristics of the typical loan from family and friends (N=50)

Conditions ' Mean
" Size of loan(R) R 427

Rate of interest(%) i 0 N o
" Repayment period (months) 3 )
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Today a burial means that one has to provide for food, cooking utensils, buy a cow and
there are many other costs to be made. All those costs added up entails that
approximately R10 000 is needed for a burial; this is true for both urban and rural areas.
Naturally, for the unemployed the costs of a burial are near impossible to meet. The
majority of the people who are employed and have funeral plans (aside from burial
societies) also belong to the burial societies. In fact, burial societies form a social security
system where money can be saved or put together to meet (part of) the costs.
Furthermore there is work to be done on the day of the funeral, and the help needed will
come from other society members. If one does not belong to a society there wili be very
few people who are willing to assist.

Conclusion

The aim of the analysis in this section was to change the perception that burial societies
merely serve the purpose of financing a funeral. The resuits in this section suggest that
burial societies also offer loans to their members although in small amounts. In most
cases these loans are used by members to provide for household needs and assist in the
purchase of what is necessary to cuitivate the fields during the growing season. it is clear
that burial societies, indeed, are part of the fabric of society. The next service provider that
will be discussed is the stokvel. The stokvel alsc has fwo types of financial services,
however its operation differs somewhat from burial societies,

3.7.5 STOKVELS

Stokvels represent a type of savings association where a group of people makes monthly
contributions to @ common pool. The primary activity of the siokvel is saving, however
members can also obtain credit at a reasonable interest rate. To most people stokvels are
convenient because they require no administrative costs and are based on the mutual trust
of the members. The following sections describe the operation of stokvels by focusing on
the criteria for and the composition of membership, the rotation of the pot, the use of the
savings and the conditions of obtaining credit.

Criteria for membership

There are various factors that determine membership of a stokvel. Table 3.16 indicates
these.
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Table 3.16. Frequency distribution of the respondents according to the criteria for membership
(N=17)

Criteria for membership i Frequency Percentage (%)
Locality 13 76.4
Occupation 2 11.8
Religious affiliation 2 11.8
Total 17 100

).

The largest percentage of the respondents (76,4%) who are members of the stokvels state
that locality as the main qualification for membership is used, whereas 11,8% maintain that
occupation and religious affiliation are used as qualifications. Larson et a/ (1994) found
that in Mozambique a xitigue (ROSCA) consists of a relatively small number of members
{from 4 to about 40 members) who share a common bond such as belonging to the same
family, gender, ethnicity, shared work place, or are living in the same neighbourhood. it is
easier for people who work together or stay together to meet and discuss issues of shared
interest. Buijs and Atherfold (1995) argued that membership of the asscciation might be
organised on the basis of kinship affiliation. Individuals are accepted on personal
recommendation of a member (Falkena et a/, 1992). Membership to stokvels is voluntarily,
but members are expected to be honest and reliable at all imes. Wilson and Mafeje,
(1963) as quoted by Preston-Whyte ef af (1981) reported on variation of age, background
and rural home residence, employer as well as gender as some of the features that
describe the membership of stokvels. The analysis of the composition of stokvels in terms
of gender can be seen in table 3.17.

Composition of membership

The results of table 3.17 suggest that the majority of the respondents belong fo stokvels
that are composed of men only.

Table 3.17. Frequency distribution of members according to gender (N=17)

Gender ~ Frequency Percentage (%)
Men only 7 - 412

Both men & women 6 %3 T
"-Womenmonly I 4 T 235 o
Total | 7 1 100

Contrary to this scenario, the findings of Buijs and Atherfold (1995) indicate that an
important element in the various rotating credit associations that were studied in their
research in the Eastern Cape is that membership is often exclusively female. Reasons
given for the state of affairs are that men are not “trustworthy” and that there is prevalence
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Disadvantages of stokvels

Despite the advantages attached to informal financial arrangements, such as flexibility, the

functioning of stokvels is limited by the following factors (Falkena et al, 1992):

(i) The mobilisation of savings takes place among small groups of individuals who
know each other well. Stokvels are unable to transfer funds over long distances or
even to meet demands outside the members’ immediate environment.

(i) Many stokvels do not have the expertise to take account of the impact of inflation.
Since the savings are not necessarily invested in inflation-ledge instruments, they
are eroded over time. Consequently, those members who receive the first pool of
contributions will be better off than those who are rewarded only after having
contributed for year.

(iii) Often stokvels do not have access to training facilities or to legal assistance in the
case of a dispute. Stokvels are treated as homogenous institutions. but, although
they may use similar funding mechanisms, their activities and the nature of their
risks may differ considerably. All members contributing to a stokvel have equal
rights to the pooled funds. Thus, in turn, each member will receive payment from
the savings pool. A major problem is the long time that elapses between payments
to the same individuals. Being paid out once such payment could provide start-up
capital, but it would be near impossible to obtain working capital on a continuous
basis from stokvels.

In this study it was observed that some of the stokvels failed along the way (before the
cycle is completed) as a result of disputes. This type of the situation becomes unfortunate
to the member who would still be waiting for his turn. The savings kept by the treasurer at
home is less secure than if it was deposited at the bank although none of the respondents
mentioned a case of theft of the savings.

Conclusion

The advantages of stokvels in terms of providing financial services outweigh the
disadvantages. Like the burial societies, the activities of stokvels include both saving and
lending although the main activity is saving. Other similarities between stokvels and burial
societies are: both of them are member-driven, both provide loans to the members only,
both use locality or residence as a qualification criterion for membership.

The foliowing differences between stokvels and burial societies were noted. Stokvels

provide a larger ioan than burial societies do. Furthermore, the interest charged by
stokvels is more than that of the burial societies. Loans obtained from stokvels are used
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mainly for school fees whereas loans obtained from burial societies are mainly used for

agricuitural purposes.

3.8 SUMMARY AND CONCLUSIONS

This chapter has provided an expaosition of the area surveyed, data and its sources as well
as methods used to analyse data. The informal financial service providers in terms of the
characteristics that distinguish each provider's unique mode of operation from the others
were discussed. Also, an analysis was done on the ways households, including
subsistence farmers in the peri-urban setting, benefit from the financial services rendered
by these providers. Table 3.22 lays a foundation for the quantitative analysis in the next
chapter by comparing the informal financial service providers according to the
characteristics of the typical loan obtained from them.

Table 3.22. Comparison of the characteristics of the typical loan obtained from informal providers
of finance

Condition foney- Stokvel Family & Businessm | Burial societies
lenders (N=17} friends en (N=19}
o (N=83) L {N=50) (N=24y <o B
Sizeofloan(R) 911 18786 427 382 300
interest rate (%) | 31 16 0 14 L 10
Repayment 3 2 3 2 )
_period {months) |

According {o the results presented in table 3.22 moneylenders provide the largest loans.
The reason for this could be that unlike other informal financial service providers lending is
their business therefore they will try to meet the financial needs of their clients as much as
possible. Although they charge relatively high interest rates, moneylenders are popular in
the communities where the survey was conducted. The repayment period of all the service
providers is almost the same, that is, 2 to 3 months. The short repayment period means
that clients have to pay high instalments. The next chapter gives a quantitative analysis of
the factors distinguishing the clients of informal financial service providers in Moletjie
district.
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CHAPTER FOUR

ANALYSIS OF FACTORS DISTINGUISHING THE CLIENTS OF
MONEYLENDERS AND NON-MONEYLENDERS

41 INTRODUCTION

The previous chapter provided a descriptive analysis of the modes of operation of informal
financial service providers in the Moletji district. The findings indicate that most of the
respondents receive their loans through moneylenders. A rather high percentage of the
respondents indicated that they choose their financial service providers on the basis of
them providing quick service. On average the monthly income of the respondents’
households is R2224 whereas {otal household expenditure on selected items is R1128, Of
the five informal financial service providers, moneylenders provide the larger loans
although they also charge higher interest compared to other informal providers.

This chapter explores the analysis of the factors distinguishing the clients of the informal
financial service providers in the study area. A comparison will be made of moneylenders
and non-moneylenders. Larson ef af (1894) studied the advantages for borrowers of
financial services from informal providers o those from formal financial providers. He
found that most of the borrowers chose informal financial services because of easy
access, variable loan size, flexible repayment schedule, personal atmosphere, low level of
transaction costs, varied guarantees, convenience and the very short period needed fo
obtain foan approval. On the other hand Zeller (1893) applied a univariate probit model to
analyse the determinants of applications for informal credit. He found that the probability of
applying for informal credit significantly increases with the age of applicant, with his
education level, occupation and the position of individual in the household. Gender of the
individual did not affect the application process of the individual.

42 EMPIRICAL PROCEDURE

The aim of this section is to distinguish the client of the financial services on the basis of
individual socio-economic factors, the reasons for choosing the financial service,
expenditure and income. For the empirical analysis the factor variables are formed by the
choice of financial service provider, be they semi-formal or non-formal financial services. In
this regard the category of non-formal financial service providers are defined as those that
are not regulated by government. Their services are based mainly on mutual trust they
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CHAPTER FIVE

CONCLUSION AND DISCUSSION

51 CUSTOMISED SERVICE

The results of the study confirm that informal financial services are heterogeneous and
flexible, that is, they provide a variety of services that are customised to meet the needs of
the clients.

5.2 ADMINISTRATION

The results further negate the perception that informal financial services are unorganised
(no formal form of organisation). Users of these services, and this is especially true for
membership-driven services, have elected committees to lead them, and they are
governed by a set of rules. They also keep records of the transactions.

It was illustrated in the descriptive statistics that forty-three percent of the sample
population obtained their last credit from moneylenders and twenty-five percent last
borrowed from family and friends. A conclusion could be that moneylenders are more
popular than cother service providers, thus one recommendation is that policy interventions
should attempt to enhance the performance of these service providers rather than merely
impose strict reguiations on them.

5.3 COST OF BORROWING

Few respondents actually borrowed from a stokvel, burial societies and local
businessman. Stokvels and burial societies were more used as a savings mechanism.
Fifty-five percent of the respondents mentioned quick service as the main reason for
choosing an informal financial service.

Normally one would think that the interest rate would be the determinant of the choice of
financial service. This study did not show interest rate as a primary factor. Morokolo (2001)
also found that the level of the interest rate is not an important factor in decisions where to
save or get loans. Rather, other factors having to do with immediate consumption needs
are periinent. Most of the respondents did not actually know how much interest was
charged on their loans. This could be an indication that people do not bother about the
cost of finance in interest terms. It could also reflect a lack of education in the sense that
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