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ABSTRACT

This study aimed to investigate the adoption and the use of first-order retail
banking product by those individuals who are classified as being low-income
earners and who reside (for the purposes of employment) in urban and peri-

urban areas.

The Financial Sector Charter of 2003 stated that the improvement and
consequent increase in the access to formal financial services could contribute
towards sustained economic growth, development and social transformation in
South Africa. The purpose of this research is to gain insight into the adoption
and usage of first-order retail banking products in an effort to better understand

what could be done to improve access to these services and products.

A total of 140 individuals across three sectors were interviewed with regards to
their adoption of, use of and perceptions of banking institutions and bank
accounts in South Africa. The results, in graphic form, were analysed in order to

discern similarities and / or discrepancies so that conclusions could be drawn.

It was concluded that while banking institutions and bank accounts were seen in
a positive light, perceptions regarding the purpose and functionality of banking
institutions and bank accounts as well as the available products and their
usage, came across as being the largest hindrance to first-order retail banking
product adoption and usage amongst low-income individuals in the urban and

peri-urban areas.
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Definitions of terms and acronyms

e ATM
e BBBEE

e Burial society

e FSC
e FSM
e LSM

¢ Mashonisa loan

e Money guarding

e Salary timing

e Stokvel / umgalelo

Automated Teller Machine

Broad Based Black Economic Empowerment
An informal group that insures one another
against funeral costs

Financial Services Charter of 2003

Financial Services Measure

Living Standards Measure

A loan from a township moneylender or “loan
shark” who lends out his or her own money
Looking after someone else’s money or
having someone look after your money

An informal arrangement with two or more
people where money is rotated throughout the
month as each gets paid

An informal savings club with other people
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1 INTRODUCTIVI‘ I\ 111k N VYL.MMIN\WII I I\UIJI—EM

1.1 INTRODUCTION

South Africa’s embattled past, and more specifically the legacy of its grand
apartheid regime, have left the country with a dividing line between the informal

and formal financial systems.

“The apartheid system severely distorted the South African financial system. A
handful of large financial institutions, all linked closely to the dominant
conglomerates; centralize most of the country's financial assets. But they prove

unable to serve most of the black community,” (RDP, 1994, part. 4.7)

In the past the financial system of South Africa’s first world economy excluded
large sections of the population thus leaving South Africa’s third world economy
to develop its own informal forms of financial institutions (Centre for Social
Science Research, 2004). The dynamic changes that continue to take place in
South Africa since 1994 are allowing an increased penetration of formal
financial institutions into previously excluded sections of the population —
causing the dividing line between the systems to become less distinct (Centre
for Social Science Research, 2004).

However, what remains unknown are the details of how these changes are
reflected in the various aspects of formal financial transactions including size
and frequency and the reasons why different financial instruments are adopted

and used.
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The building blocks of the South African economy were laid over the three
centuries beginning with the first visit of the Dutch East India company’s ships
led by Jan Van Riebeeck in 1652 and ending with the election of the National
Party to power in 1948 (Lewis, 1990).

Modern South Africa’s economic shape began to take form with the mineral
revolution, specifically with the discovery of diamonds in Kimberley and gold in
the Transvaal in 1867 and 1887 respectively (Burger, 2008). These two natural
resources accounted for South Africa being turned from an agricultural and
trading backwater into an economic resource of great value (Lewis, 1990). The
mineral revolution coincided with both a new era of imperialism and the
scramble for Africa, which consequently brought imperial power and influence
to bear in Southern Africa like never before (Burger, 2008). This set in motion
the basic economic, legal, demographic, and political forces that have governed
the development of modern South Africa ever since (Lewis, 1990). For
example, the beginning of the migrant labour system occurred around this time.
Labour was required on a massive scale for the mining operations and this
could only be provided by the Africans who had to be drawn away from their

land (Burger, 2008).

The Union of South Africa was created by Britain in 1910 with the country’s new
constitution being drafted by an all-white South African convention. The 19™-
century, formally non-racial franchise was retained by the Cape Province but
failed to be extended elsewhere in the Union where rights of citizenship were

reserved for whites alone (Burger, 2008). At this time, a number of institutions,
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attitudes, laws and pracuves woic 11 piavs muviuuiny € Migrant labour system
for recruiting black mine workers, restrictions on jobs and franchises by race
and the conflicting interests of black and white (Lewis, 1990). By 1936,
however, Africans had been removed from the voter’s role of the Cape Province
(Burger, 2008).

By 1948, both the development of the economy and substantial structural
changes had not only brought the vast minority of whites into the modern
sectors of the economy but had also drawn nearly 2 million blacks into urban
employment (Lewis, 1990). Not only was the integration of the black labour
force with the white-owned economy soon visible to all, but black South
Africans had acquired greater skill sets during World War 2 which led to an
unprecedented raise in their consciousness (Lewis, 1990). Taking over control,
the Nationalist Party promised to make whites secure and prosperous by
enforcing a program of racial classification and separation in all aspects of life in
South Africa (Lewis, 1990). This strategy of single-minded segregation came to
be known as grand apartheid.

Some of the many acts of law that were passed by the Nationalist Party during
this period were the Bantu Education Act (1952) that was designed to prepare
Africans for a lower place in the economy and society; the homelands policy
that restricted Africans to living in their designated homelands but allowed them
to become temporary residents in white South Africa for the purposes of
employment (i.e. they became migrant workers) (Lewis, 1990); and the Usury
Act (1968) that excluded the non-white races from many forms of financial asset

ownership.
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By the late 1960’>, cuuiunue punvy was uivsu to undergo significant
modifications as the impossibility of implementing single-minded segregation
was made increasingly clear (Lewis, 1990). Changes included a movement of
economic activities into the homelands and greater labour mobility. A shift in
government’s vision towards double-minded segregation also occurred
(Hoernle in Lewis, 1990). This shift involved the development of separate
political and administrative institutions and viable economic units for Africans
regardless of whether or not it made economic sense for the country as a whole
(Lewis, 1990).

In the late 1970’s, it became increasingly clear that South Africa was being
placed in an impossible economic and financial situation by apartheid and the
effort required to maintain it (Lewis, 1990). Incentives were provided to
businesses to encourage their expansion into the homelands, but over a half
century of neglect was not easy to make up and progress in this area was slow
(Lewis, 1990).

In the 1980’s, major sections of the business community came to oppose
government policy. These sections were largely motivated by the growing
recognition that sustained economic expansion would only be possible if major

changes in the basic features of apartheid, including the development of a

stable, skilled black labour force, were to take place (Lewis, 1990).

After a long negotiation process that was sustained despite much opportunistic
violence from both the right wing and it surrogates, South Africa’s first
democratic election was held in April 1994, where the ANC emerged victorious

(Burger, 2008).
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Since 1994 the first wuiiu sccwur Ul uiIc BuuUT AHvan economy has grown and
there has been a corresponding growth in the financial services sector.
However, almost half of South Africa’s population of 47 million remain on the

edge of the economy (in the developing sector) and are disconnected from

formal financial services (Arora and Leach, 2005).

Despite the progress made to date, there is still a persistence of two economies
in one country (Burger, 2008). The dual nature of South Africa’s economy is
somewhat different to the dual economies normally found in developing
countries (Lewis, 1990). The South African economy does not possess the
sizeable traditional agricultural sector that provides an economic base for large
numbers of rural people, and a large “informal” service sector to provide a
transition from the traditional to the modern sector (Lewis, 1990). Rather, South
Africa possesses one sector, classed as sophisticated and first world, which
overlays another sector which is a distinctly developing economy in nature

(Arora and Leach, 2005).

1.3  MOTIVATION FOR THE RESEARCH

A key challenge to the new government in 1994 was to reconcile South Africa’s
first world banking sector, characterised by well established infrastructure and
technology but limited participation, with the enormous demand for financial
services by the South African population — over 60% of the adult population
were excluded from any formal financial services in 1994 (Kirsten, 2006).

Furthermore, in light of the discrimination in the ownership of assets and places
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of reSidence, and CGrisuciny uic ww Icveis vl wayc niCome and education, it is
hardly surprising to find that, pre-1994, there was little evidence of significant

financial asset ownership amongst South Africa’s black communities (Lewis,

1990).

An increasing amount of pressure has been brought to bear on the
development and empowerment of the disadvantaged majority of the
community living in poverty. The financial sector has a critically important role in
this process and must somehow find a way to open up traditional banking
services to low-income people (Schoombee, 2000). The financial sector has
been recognised as an important tool to bridge the divide between South

Africa’s first and second economies (Kirsten, 2006).

The South African government, working with its social partners, has developed
the Accelerated and Share Growth Initiative for South Africa (AsgiSA) which
aims to raise the country’s growth trajectory to an average of at least 6%
between 2010 and 2014 (Burger, 2008).

Coupled with the aim for economic growth, is the need for the economic
empowerment of previously disadvantaged individuals. One of the ways in
which such empowerment is being made possible is in the form of broad-based
black economic empowerment (BBBEE) of which access to financial services is

considered to be an important part (Financial Sector Charter Council, 2003).

There are four sources of resource problems — theories, everyday observations,

practical problems and previous research (Huysamen, 2001).
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The Financial Sectui viiaie (cuuu, pisocincu 1cocarchers with a practical
problem — that of ensuring that 80% of LSM 1-5 have effective access to first-
order retail banking products by 2008. At the time of the drawing up of the
Financial Sector Charter approximately 21% of LSM 1-5 had effective access to
first-order retail banking products. LSM or Living Standards Measures represent
levels of people who have been segregated according to certain demographic
and living standards measures (The South African Advertising Research
Foundation, 2004).
The Financial Sector responded to this challenge with the introduction of the
Mzansi national bank account (priced significantly lower than the current
offerings) which was made available through all four of the major banks and the
South African Post Office.
Despite the initial apparent success of the Mzansi account, the FinScope South
Africa survey of 2006 reported that only 44% of LSM 1-5 had effective access to
first-order retail banking services — a shortfall from the 2008 target of 36%.
The FinScope survey (FinMark Trust, 2007) also picked up a surprisingly high
percentage of urban currently unbanked people (21% - total, 35% - Mzansi

account holders) who have had bank accounts but have abandoned them.

Reasons for this abandonment were not probed as the finding was unexpected.

The aim of this study is to probe the actual use and adoption, by low-income
individuals, of the first-order retail banking products that are available to them.
The study will also look at the motivation of these individuals to adopt and use
such products.

Increased knowledge of the actual situation and the responsible motivating

factors will hopefully lead to a better understanding of why the targets of the
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which in turn could lead to a revision of the plan of action of the government

with respect to access to the financial services sector by the majority of the

South African population.
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For over a century in South Africa there was systematic, legally enforced,
differential access to all the processes by which individuals could have
participated in economic development — acquisition of skills, migration to higher-
paying jobs, ownership of land and reproducible assets, and access to credit
(Lewis, 1990).

The principle method of wage payment to a black South African in the apartheid
era was cash or “in-kind” (Lewis, 1990), which removed the need for a bank
account. Furthermore, bank account ownership by non-whites was largely

discouraged prior to the democratisation of South Africa (Lewis, 1990).

2.1  GOVERNMENT LEGISLATION

The new government (post-1994) had put in place a number of legislations in
order to correct the imbalances in the financial services sector. Three of the

most relevant pieces will be discussed here.

2.1.1 The Financial Sector Charter

Launched in 2003, the Financial Sector Charter embodied an agreement
among the major players in the financial sector — banks, insurance companies,
brokers and exchanges — on a set of targets, related to service provision and

empowerment, in areas such as banking services to low-income populations,
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black employment alnu UWIISIDIHIY 11 UIG Hnativial soutor and Support for black

entrepreneurship (Kirsten, 2006).
21141 Targets
The Charter put in place a number of targets that all financial services

companies were expected to pursue. A summary of the targets relating to

access to financial services is presented in Table 1.

Table 1: FSC access targets for financial services
Products 2008 Access 2006 Actual
Target Usage
Transaction Accounts 80% 519%
Bank Savings Products 80%
Life Insurance Products 23% 10%
Collective Investment Savings Products 1% unknown
Short Term Risk Insurance Products 6% 6%
Source: Adapted from the Financial Sector Charter (2003), pg. 9; and the FinScope 2006

findings brochure, pg. 19

21.1.2 Mzansi Bank Accounts

One of the initiatives resulting from the Charter was the Mzansi account.
Launched in 2004, the account aimed to extend banking services to low-income
earners and those living beyond the reach of the banking services that were
available at that time (Kirsten, 2006).

All that was required to open one of these accounts was a valid ID number. No

management fees were charged and account holders were granted one, free

10
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cash dGDOSit ad MONuI. 11alnPavuuld WGIG HHGuU W udeSitS, cash Withdrawals,
debit card payments and transfers.
Mzansi accounts were and still are available at any of South Africa’s “big 4”

banks (ABSA, Nedbank, Standard Bank and First National Bank) as well as the

South African Post Office.

2.1.2 The Dedicated and Co-operatives Banks Bill

The National Treasury proposed a new banking regulatory framework that
sought to create a tiered structure and thus make way for a new class of low-
cost banking institutions whose purpose would be to provide retail financial
services to clients who are currently not serviced through products provided by

the commercial banks (Kirsten, 2006).

21.21 Dedicated Banks Bill

These second-tier banks would be commercial enterprises in possession of
banking licences which would allow for the provision of a restricted number of
banking services (Kirsten, 2006). The banks would be sub-divided into Savings
Banks and Saving & Loans Banks.

Globally, the establishment of dedicated banks has gone from strength to
strength with particularly successful examples evident in Latin America
(Schoombee, 2004).

This bill is still in the draft stages.

11
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21.2.2 CO-Opclauvc Dalnd Uil \&VUv-T)

These third-tier banks would be member-based deposit-taking financial services
cooperatives and credit unions (village banks) (Kirsten, 2006). At present, these

institutions operate under exemption from the Banks Act.
This study looks to understand some of the possible reasons behind the failure

to reach some of the targets as specified in the Financial Sector Charter (2003),

despite government’s assistance in terms of legislation.

2.2  DEFINING ACCESS TO FINANCIAL SERVICES

Access to financial services refers not only to geographical access, but also to
the availability of a supply of reasonable quality financial services at reasonable
costs (Claessens, 2006). As there are no established procedures for measuring
access itself, usage has often been used as a proxy. However, usage data
were likely to understate access if it was assumed that although people have
access to a particular product or service, they chose not to use it (Napier,

2006).

2.21 The Financial Access Strand

The Financial Access Strand focused on the financial system in its broadest
sense and assumed that all adults in a given country would fall into one of three

broad segments (figure 1) across the Access Strand (FinMark Trust, 2007).

12
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Financially

Il rv

Formally Included | Informally Served Excluded
Formal Bank Formal Other

Source: Adapted from the FinScope 2006 findings brochure, pg. 7

The Formally Included segment consisted of those adults who made use of
one or more products provided by those institutions who were governed by a
legal precedent of any type (FinMark Trust, 2007). Adults included in this
segment may also have used “informal products”. This segment was further
divided into Formal Bank (products provided by financial institutions) and
Formal Other (products not supplied by financial institutions).

The Informally Served segment consisted of those adults who used one or
more informal products that operated without recognised legal governance
(FinMark Trust, 2007).

The Financially Excluded sector consisted of those adults who are neither

holders of formal nor informal products (FinMark Trust, 2007).
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Source: Adapted from the FinScope 2006 findings brochure, pg. 7

Previous research has eluded to physical access as being the main reason why
such a large portion of South Africa’s population have yet to possess a bank
account. Part of this study investigates both physical access and access in its
broader definition as possible deterrents to the possession of first-order retail

banking products.

2.3  DEFINING THE LOW-INCOME POPULACE

2.3.1 LSM1-5

LSM’s or Living Standards Measures were levels of people segregated
according to certain demographic and living standards measures (The South

African Advertising Research Foundation, 2004). They were the standard for
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overall consumer NMainc: STy auuvIl i YuUul ~uica (Porteous, 2003) 10
LSM’s were defined.
In terms of the LSM’s, low-income people were defined as belonging in LSM 1-
5 (Porteous, 2003). It should be noted that the LSM’s were calculated at a
household level, were highly correlated with household income and measured

things which people had (FinMark Trust, 2007). Essentially, the LSM’s were a

“here and now” measure.

2.3.2 The Bottom of the Pyramid

Hart and Prahalad (2002) divided the world economy into a pyramid with four
tiers. Tier 1 was composed of the middle- and upper-income people from the
developed world and a few of the rich elites from the developing world. Tier 4,
on the other hand, was composed of over 4 billion people whose average per

capita income was less than $1,500 or less than $1 a day.

Figure 3: The Bottom of the Pyramid in South Africa

-I-- * 3% of the population
e > R280 per day
* 7% of the population
* R140 and R279 per day
* 41% of the population
® R20 - R139 per day
* 49% of the
population
® < R20 per day

Source: Adapted from Eighty20 Consulting’s presentation to GIBS (2006), slide 5.
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In the absence of a method of calculating a poverty line that was universally
accepted, the minimum living level (MLL) — as developed by the Bureau of
Market Research at the University of South Africa (Unisa) — was often used as
a basis.

The MLL stated the minimum financial requirements of the members of a
household if they were to maintain their health and have acceptable standards
of hygiene and sufficient clothing for their needs (Martins and Maritz, 2004: in
Martins, 2007).

The average monthly MLL for South Africans residing in urban areas was
classified as R2,500 (Martins and Maritz, 2004: in Martins, 2007) which

translated to R30,000 per year.

2.3.4 Financial Services Measure

The Financial Services Measure (FSM) segmented the market on both earnings
and key psychological elements (FinMark Trust, 2007).

The measure was essentially a financial services measure which was
calculated at an individual level. It looked to the future and measured the

products people had along with their perceptions (FinMark Trust, 2007).
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Figure 4: The Breua woiipericine wr wiv + ssarvsas —os +.o€8 Measure (FSM
g r~
Financial
penetration
Connectedne Physica
ss and access to
optimism
Financial Al lalk
KRGWIeHse control and
Source: Adapted from the FinScope 2006 findings brochure, pg. 8

The Financial Services Measure classified people into eight tiers based on a

variety of measures. The goal was, and still is, to substantially reduce the

number of people in the lower FSM groups over time. Such reductions occur as

people became more aware of financial products and started utilising them, as

well as increasing their knowledge and discipline.

Figure 5: Changes in the sizes of the FSM segments
2006
2005
2004
0:% 1(;% 2(;% 3(;% 4(;% 5(;% 6(;% 7(;% 8(;% 9(;% 10I0%
EFSM1 BFSM2 BFSM3 BFSM4 BFSM5 BFSM6 BMFSM7 BFSM8
Source: Adapted from the FinScope 2006 findings brochure, pg. 12
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who the low-income sector should consist of. For the purposes of this study, it

was decided that the Tiers 3 and 4 from the Bottom of the Pyramid in South

Africa (figure 3) would be used to define the low-income populace.

2.4 LOW-INCOME FINANCIAL SERVICES

2.4.1 Demand and supply

On the demand side the changing face of South Africa’s population (with an
increase in poverty and unemployment) had influenced the nature and
characteristic of demand for financial services by low income and poor
households. On the supply side, policy, legal and regulatory changes have
impacted on the provision of services to low income and poor households

(Kirsten, 2006)

In order to have understood demand, we must have understood the needs of
low-income people with respect to financial services. According to Rutherford
(1999) and Porteous (2003), the needs of the low-income group were as
follows: a safe, secure place to store their money; the ability to pay and/or
transfer money to remote beneficiaries safely and cost effectively; access to
liquidity in times of need and access to risk mitigation mechanisms.

It could have been argued that financial needs began with basic and reliable
ways to manage cash-flow and short-term expenses, as a lack of such ways
often led people to rely on the mercy of predatory lenders or family and friends

(Collins and Morduch, 2008).
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Little research exists on the demand for formal financial services amongst the

low-income population therefore this study aims to full part of this gap in

knowledge.

2.4.2 Formal and informal Instruments

South Africa has a dual economy (Arora and Leach, 2005) with the first world

sector making use of formal financial instruments while the developing sector —

which is largely made up of the informal sector — making use of informal

financial instruments.

The Financial Diaries (Centre for Social Science Research, 2004) had classified

financial instruments as follows:

Formal -

Informal -

bank accounts, pension/provident funds, unit trusts, funeral
plans, loans from banks or micro-lenders, insurance,
store/credit card, account/lay by, rent arrears, income
arrears, wage advance, retirement/savings annuity, trade
credit and debt under administration

stokvel/umgalelo, burial society, one-on-one
lending/borrowing, credit at local spaza/shebeen, money
guarding, stokvel/lumgalelo loan, mashonisa loan, saving-

in-house, salary timing and giving credit

According to the Financial Diaries (Centre for Social Science Research, 2004),

a larger volume of transactions amongst low-income households went through

formal financial instruments as opposed to informal financial instruments. It was
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banking transactions.

According to the Financial Diaries (Centre for Social Science Research, 2004),
composite households (households across urban, peri-urban and rurual areas)
made use of a portfolio of financial instruments that consisted of 30% formal
and 70% informal. This study investigates the portfolio specific to the urban and

peri-urban areas.

2.4.3 Factors affecting formal financial product adoption and use

2431 Education and language

Prior to the democratisation of South Africa, education was extremely unequal
by race. The Bantu Education Act (1952) ensured that many Africans were
restricted to an education that was designed to prepare them for a lower, more
menial place in society and the economy (Lewis, 1990). In addition, during the
apartheid era, South Africa was considered to be a bilingual state which meant
that all schooling was carried out in these two languages despite what the
mother-tongue of the learners may have been (Kamwangamalu, 2000).

For many Africans, the abrupt switch from their mother-tongue to English or
Afrikaans as the medium of learning resulted in high failure rates and dropouts
(Kamwangamalu, 2000). Dropout rates amongst Africans in both primary and
secondary schools were high. In 1984, for example, only 36% of African pupils

starting primary school were expected to complete secondary school.

20



P
ﬁ UNIVERSITEIT YAN PRETORIA
. UNIVERSITY OF PRETORIA
S YUNIBESITHI YA PRETORIA
The negleCt of the euucauuii Ul Acans 1 vuuur Anic@ has been a major focus
of government policy since 1994. However, such a long history of neglect will
take time to fix and in the meantime, the majority of Africans and thus of South
Africa’s low-income population have received a sub-standard education (if any)

which has inadequately prepared them to deal with the realities of the 21%

century (e.g. bank accounts).
Literacy levels

According to World Education (2007), literacy was defined as the ability to use
reading and writing in order to get information. In terms of a grade level
definition, people who have passed the 5" grade level are considered
“functionally literate” (World Education, 2007).

FinScope (FinMark Trust, 2007) stated that the literacy levels of people in South
Africa were 84%. It should be noted that these levels were not divided into

income groups or geographical areas.

Research has shown that there is a direct correlation between levels of
education and levels of wealth. What research doesn’t show us is if there is a
direct correlation between education levels and the possession or desire to
possess first-order retail banking products. The possibility of this correlation will

be investigated in this study.
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Despite banks being seen as the ideal service provider (figure 6), a large
majority of low-income people regarded stokvels and burial societies as a
better, more trustworthy place than a bank to save their money (FinMark Trust,
2007). In addition, banks were associated, by some people, with not getting
their money immediately and for not being easily accessible” (FinMark Trust,
2007).

The majority (61%) of low-income and unbanked people were reportedly
confused about financial matters and the financial services/instruments on offer
(FinMark Trust, 2007) e.g. they didn’t understand how Mzansi, life insurance or

short term insurance companies worked.

Figure 6: Ideal service providers as perceived by the respondents to FinScope 2006

None / not sure

Mashonisa / cash loan shops
Microlenders

Furniture, food and clothing stores
Short-term insurance companies
Mzansi account

Life insurance companies

Bank (excluding Mzansi)

0 10 20 30 40 50 60
percentage
Source: Adapted from the FinScope 2006 findings brochure, pg. 26

There is evidence to suggest that banking institutions are associated with status

and respect (FinMark Trust, 2007). However, this evidence is not conclusive
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and leaves us t0 WGiust wiiar vuic MSIUGPuUIID canf with regards to banking
institutions and bank accounts. These perceptions are studied as a part of this

research.
2433 Physical access

Low-income people were more likely to make use of public transport which
would have affected both the cost and convenience of access to bank facilities
(Porteous, 2003). According to FinScope 2006 (FinMark Trust, 2007), 60% of
people made use of public transport to get to a bank.

On average, it was calculated that it took someone who was part of LSM 1-5
approximately 28 minutes to get to a bank compared to 15 minutes for those in
the wealthier LSM’s (6-10).

The average cost of a return trip to a bank for those who used public transport
was R11.58 (FinMark Trust, 2007) which was a large percentage of the income

of someone living on less than R139 per day.

While we are aware of the facts surrounding access, in terms of public
transport, a conclusive study does not exist to say that this adversely affects a
person’s intent to possess and use a bank account. Accessibility in physical
terms is explored in this research study.

2.4.3.4 Account costs

The costs incurred in operating a bank account were often prohibitive, leading

many individuals to seek financial services from informal sources (Claessens,
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2006) At this pOint, ILID HILGIGDUIY W 1IULG uidl uIG majority of banks Operating
in the South African retail market segment regarded fee income as being more

important than interest income (Coetzee, 2005).

Evidence exists to indicate that the low-income population is price sensitive and
therefore we can assume that the costs incurred in the process of actively
making use of first-order retail banking products will affect adoption rates. This
study investigates the perception of costs and this effect on adoption and usage

rates.
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In the review of the theory and literature, the most commonly stated reason for
non-adoption of banking products is accessibility — this is evidenced by the
Financial Sector Charter (2003) which states “through appropriate and
accessible physical and electronic infrastructure”.

However, there may be other factors be they physical or emotional that affect
an individual’s decision to both adopt and use one or more first-order retail

banking services.

1:
What influences low-income individuals in their adoption of first-order

retail banking products?

1.1 What are the reasons for opening a bank account by low-income
individuals?
1.2 What is the perception amongst low-income individuals with

regards to banks, bank accounts and account operations?
1.3 What impact does an individual’s knowledge base have on their

decision to adopt a bank account?
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2:
What influences low-income individuals in their use of first-order retail
banking products?
2.1  What is the frequency of bank account usage amongst low-
income employed individuals?
2.2 What are the reasons for using a bank account amongst low-

income individuals?

The following sub-question is applicable to both research questions as stated

above:
3.1 What are the preferences amongst low-income individuals in
terms of ways and means of saving their money and paying for

expenses?
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4.1 RESEARCH DESIGN

The methodology that was used in this study contained exploratory research
elements. Exploratory research is conducted in order to clarify and define the
nature of a problem (Zikmund, 2003). In this research study, we were looking to
more fully probe and define the reasons for non-adoption, slow-adoption and
abandonment of first-order retail banking products.

In order to conduct our research, both secondary and qualitative data were

used.

Secondary data

Secondary data analysis is the preliminary review of data that has already been
collected for other purposes in order to clarify issues in the early stages of a
research effort (Zikmund, 2003).

Information sources for the collection of secondary data for this study included,
but were not limited to, materials made available from The Financial Diaries
studies and the Financial Sector Charter, statistics on the South African
population available from StatsSA and the FinMark Trust, academic papers and

case studies, and journal, newspaper and magazine articles.
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Qualitative data

Qualitative data was collected by conducting personal interviews with those
subjects who made up the research sample. Personal interviews allow for the
clarification (by respondents) of questions asked, feedback and probing (in the
case of unclear or incomplete responses) — characteristics which enable the
researcher to obtain information that is precise and complete (Zikmund, 2003).
The use of personal interviews allowed for the surveying of people across a
range of literacy levels as an interview in its very nature removed the
requirement of a respondent needing to be able to read a questionnaire. As a
large part of the proposed population was illiterate, such a characteristic was

important to the successful conduct of the research.

4.2 POPULATION AND UNIT OF ANALYSIS

A population can be defined as a complete group of entities (be it people,
companies, stores etc.) that share a common set of characteristics (Zikmund,
2003).

Taking into account this definition, the population for this research study was
defined as urban and peri-urban based (for employment purposes) individuals
who earn, on average, less than R139 per day (Tier 3 and 4 of the South
African economic pyramid — figure 3).

The unit of analysis was taken as an individual who displayed the

characteristics of this population.
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4.3 SAMPLING ANL oicc

The population of interest of this study was sufficiently large that research could
only realistically be conducted on a sample of its (the population’s) units. As a
result, sampling frames had to be compiled.

A sampling frame may be described as a list compiled of each unit of analysis
that is eligible for study (Huysamen, 2001).

Two separate sample frames were indentified — those individuals who were
employed in the formal sector (e.g. factory workers), and those individuals who
were employed in the informal sector (e.g. street vendors).

(Note: As the respondents wish to remain anonymous, the sample frames

cannot be disclosed as part of this document.)

4.3.1 Sample frame 1: Formal sector

The sampling frame for this group consisted of a list of 720 individuals, all of
whom met the unit of analysis criteria.

In this study, the researcher had access to companies and employees from the
industrial sector who were based in various urban and peri-urban areas and it
was from these that the sampling frame was compiled.

A sample of 100 individuals were selected from the sample frame using simple
random sampling, and invited to participate in the study. Simple random
sampling occurs when each member of the population (or in this case, sample
frame) have the same chance of being included in the sample (Huysamen,
1994, reprinted 2001). The simple random sampling was conducted using

Microsoft Excel’s random function. The target responsiveness rate of 100% (i.e.
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been the case, simple random sampling would have continued until such time
as 100 respondents had responded positively.

The sample was limited to 100 individuals due to resource and time limits on

the part of the researcher.

4.3.2 Sample frame 2: Informal sector

The sampling frame for this group consisted of a list of 50 individuals, all of
whom met the unit of analysis criteria.

The sampling frame was compiled using the researcher’s local contacts and
through investigation. The researcher had selected individuals who were part of
the target population, who were located in different geographical areas and who
were involved in various forms of informal production and service rendering.
The sample of 50 was selected and using non-probability sampling, specifically
convenience and judgement sampling, and invited to participate in the study.
Non-probability sampling is a technique in which the sample units are selected
on the basis of personal judgement or convenience (Zikmund, 2003).
Convenience sampling is a form of non-probability sampling and occurs when
the sampling frame or list is compiled using those people who are most
conveniently available (Zikmund, 2003). Judgement sampling is another form of
non-probability sampling whereby the sample is selected based on an
appropriate characteristic of the sample members (Zikmund, 2003).

Of the 50 individuals who were invited, 30% consented to participate giving a

responsiveness rate of 60%.
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were representative of the proposed population of study.

4.4 SECONDARY / COMPARATIVE POPULATION

A secondary population of those individuals who were urban and peri-urban
based (for employment purposes) and who earned, on average, more than
R139 per day (Tier 1 and 2 of the South African economic pyramid (Eighty20
Consulting (2006), 2007)), were also included in order to provide a basis for

comparison.

The sampling frame for this group consisted of 20 individuals, all of whom met
the unit of analysis criteria.

In this study, the researcher had access to fellow MBA students and it was from
here that the sampling frame was compiled.

A sample of 10 people was selected using non-probability sampling, specifically
convenience and judgement sampling. Of the 10 individuals invited to
participate, all 10 consented to do so thus giving a responsiveness rate of
100%.

The sample size for this group was deliberately small as it was intended to
provide a loose comparison to the actual research subjects as selected in

sample frames 1 and 2.
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4.5 DATA COLLEC 11U

In the qualitative phase, data was collected by making use of direct participation
by the respondents in the form of face-to-face interviews. The interviewer was
guided by an open-ended questionnaire that had been drawn up by the
researcher (see Appendix 1) and which was aimed to fill in the gaps of current
knowledge. The questionnaire was flexible and certain responses during the
first few interviews led to an enhancement of the questionnaire.

The interviews were recorded and subsequently transcribed. Data integrity was
confirmed in two ways:

1. The interviewer repeated back all answers to the respondent in order to
confirm that what was said was what was meant.

2. An impartial third party was given a sample of the interviews and
confirmed that what was said on tape was accurately portrayed in the
transcripts.

All respondents were given a brief introduction to the survey, including
acknowledgement of their right to refuse to participate and their right to remain
anonymous.

In some cases, a translator was required. The translator was an independent

third party for whom the respondents’ answers held no effect.

4.6 DATA ANALYSIS

Collected data is edited and coded in order provide the input that produces the

information required to answer the research questions (Zikmund, 2003).
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Secondary data Wao icvicwou i ulusi W UGS iy common themes and
knowledge gaps. These gaps were used to guide the analysis of the qualitative
data collected.
Some of the variables were ordinal (natural ordering was possible) while others
were nominal (no-natural ordering was possible). The ordinal variables were
coded and frequency tables and / or histograms were drawn up so that the data
could be analysed and both descriptive and inferential statistics were able to be

obtained. Qualitative content analysis was performed so that patterns could be

discerned amongst the responses.

4.7 RESEARCH LIMITATIONS

4.7.1 Cultural and lanquage constraints

The researcher was white and fluent only in English and Afrikaans. This may
have constrained the research as respondents may have felt uncomfortable in
the presence of an interviewer who was so demographically apart from them
and who was unable to speak their language.

An African translator was required to overcome this in some of the interviews

that were conducted.
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5  RESULTS

The gathered data was analysed and a summary of these results is presented

below, in accordance with the questionnaire. These results do not include

interpretations.
Categories:

Tiers 1 & 2 - Those individuals earning above R139 per
day and who are employed in the formal
sector.

Tiers 3 & 4 Formal - Those individuals earning less than R139
per day and who are employed in the formal
sector.

Tiers 3 & 4 Informal - Those individuals earning less than R139

per annum and who are employed in the

informal sector.

The English translations of some responses are provided.
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51 SECTION A

(all respondents)

A1l: Does the respondent have a bank account (this includes accounts

held at the South African Post Office)?

Figure 7: Percentage of individuals in possession of one or more first-order retail

banking products (i.e. a bank account)
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60 -

percentage

20 -

Tiers 1 & 2 Tiers 3 & 4 Formal Tiers 3 & 4 Informal
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A2: Are the ISOPUIIUGTIW HIGIALG 1 LLIyldi1 dal d/or Afrikaans?
Figure 8: English and/or Afrikaans literacy levels in terms of the highest level of
primary / secondary education received
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Some of the actual responses received were:
‘I never went to schoofl’, “the white madam said | didn’t have to go to school to

do my job”, and “I can speak Zulu, why should | learn the white man’s

language”.
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A3: Where uiu uic 1IGOPVIIUGTIW 1oL nnivwicu(de of bankinq institutions
and bank accounts come from?
Figure 9: Sources of first knowledge of banking institutions and bank accounts
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An actual response received was:

‘I don’t know, | thought bank accounts were for rich white people”
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5.2 SECTION B
(for respondents in possession of bank accounts)
B1(a): Why were the bank account(s) opened?
Figure 10: Reasons given for the adoption of one or more bank accounts
100
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% 60
£ _
g 0 W Tiers 1 & 2
g 40 .
W Tiers 3 & 4 Formal
30 @ Tiers 3 & 4 Informal
20
o 17
0 - [ B
Requested Opened by For To facilitate Advertising
by a 3rd party purposes of financial
employer saving transactions

Opened by a third party refers to the opening of an account by a parent
or guardian
Advertising refers to the opening of an account in response to a form of

advertising.

Some of the actual responses received were:

“my parents opened mine for me”, “my daughter’s madam opened her one, so |

thought | must get one too” and “the boss told me too”.

One respondent said that he’d opened his bank account for investment. When

asked if knew what investment was, he said, “no, but the bank says that’s why

you open an account.
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B1 ! b l: HOW Oiwcii aic uis vaiin avuuuiio usou :
Figure 11: Average usage, in terms of frequency, of bank accounts
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e The accounts used once or twice a year are used for the purposes of

transferring money to a third party (most frequently to family members).

Some of the actual responses received were:

“| take money from the account on Friday, that’s when my wages are in. | don’t
use it (the account) for anything else”, “I send money back home maybe at
Easter and at Christmas” and “I had it (the account) when | was working for

(previous employer) but now | don’t have money to put in it’.
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B1 (Cl: What aic uis vaiin avuuulie uscu Ul :
Figure 12: Average usage, in terms of purpose, of bank accounts
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e Some respondents used their accounts for more than one purpose.

¢ Loan facilitation refers to the need to possess a bank account in order to
apply for a loan.

e Money transfer refers to the transferring of money to a third party for
purposes other than that of payment for services rendered (i.e. the

transferring of money to family by a migrant worker.)

B2: What are the reasons given for infrequent or non-usage of bank

accounts?

e Many respondents only opened their accounts as a way of facilitating

money transfer which only occurs once or twice a year.
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e The majoiny ui 1espunueiis, espeuiany uwse in the informal sector,
cited the lack of necessity as a reason for no longer using their

accounts. They opened their accounts in response to a request by a

previous employer.

41



P

UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA
YUNIBESITHI YA PRETORIA

5.3 SECTION C

(for respondents not in possession of bank accounts)

Figure 13: Reasons for not opening a bank account
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Some of the actual responses received were:
“Where do you go to open the account?”, “| want one (an account) but | don’t
think they will give me one”, and “The lady (bank employee) told me | can’t have

one.
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5.4 SECTION D

(all respondents)

D1: What do the respondents think the purpose of a banking institution

is? Or

What products do the respondents associate with banks?

Figure 14: Respondents’ associations of banking institutions with products offered
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e The majority of respondents associated more than one product with a

banking institution.

Some of the actual responses received were:

“The banks are for the rich people”, “they (the banks) take your money and

don’t give it back”, and “It’s (the bank) for the white people”.
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D2: What tu uic 1GOPUIIUGHILD ULTIN A WdalIn avcount is for?
Figure 15: Respondents’ associations of bank account uses
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e The majority of respondents associated more than one use with bank

accounts.

Some of the actual responses received were:

“You must have the account so you can get the free money from the bank” and

“The account is for the stop order”.
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D3: Do the ISOPUIIUGI I UILIUGIDWAIIU _1IUW A bank account works (ln

terms of interest rates and charges)?

Figure 16: Respondents’ understanding of bank charges and interest rates
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Some of the actual responses received were:
“No, no they (the banks) just take the money” and “You have to pay them to use

the account’.
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D4: Do the IGOPUIIUGHILD UIIIN UIAdL a valiniiy institution is a C]OOd and

safe place to keep their money?

Figure 17: Respondents’ opinion on the safety of banking institutions as a holder of
their (the respondents’) money
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Some of the actual responses received were:

“The tsotsi’s steal your money from the bank”, “How do they (the banks) know
which money is mine, maybe they can give it to someone else’, and “The
money | can get from the machine is not the same money on my payslip — my

money goes missing”.
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D5: What aic uic ISOPUIIUGHIW  1cadulio 10l thlnklnq that bankinq
institutions are not safe places in which to keep their money?
Figure 18: Respondents’ reasons for citing banking institutions as being unsafe
places in which to store their (the respondents’) money
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e The current financial crisis refers to fears of bankruptcy and / or a run on

the banking institutions as a result of the current global financial crisis.

e Losing money refers to the opinion of many of the respondents that the

banks just take some of their money as when they feel like it.

e Lack of trust refers to the respondents feelings towards the banking

institutions and those that work in them.
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D6: How du waiinn 1Y HIDULULIVIID THIANRG UIG lcapondents feel?
Figure 19: Respondents’ feelings towards banking institution branches and their
employees
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Some of the actual responses received were:

“I don’t know where to go”, “How does it work”, and “They don't like me”.

D7: Do the respondents think that there are banks / ATMs located

conveniently nearby for their use?

Figure 20: Respondents’ opinion on the convenience of banking institutions and

ATMs, in terms of location

120

100 -

WTiers1 &2
W Tiers 3 & 4 Formal

percentage
[e)}
o
1

M Tiers 3 & 4 Informal

Conveniently located

48



P

[ ]

UMIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA
YUNIBESITHI YA PRETORIA

used by the

5.5 SECTION E
(all respondents)
E1: What other financial instruments used by the respondents?
Figure 21: Financial instruments, other than bank accounts,
respondents
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E2: How du uic ISOPVUIIUGIILW IGUGIVG UIGH I iome?
Figure 22: Actual methods of payment of income to respondents
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E3: How do the respondents make payments and / or pay for
purchases?
Figure 23: Actual methods of payment for purchases by respondents
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E4: How Wuuiu uic 1ISOPUIIUGHIW IING W 1GUGIve their income?
Figure 24: Preferred methods of payment of income to respondents
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Some of the actual responses received were:

“l want to be paid with the cheque, then the moneylender can’t take my money’,
“Bank is safe, if they rob me on the train then they can'’t take anything’, and
“Sometimes | need money so if | ask for a cheque because if | put it in the bank

then the stop order takes it’.
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E5: How Wuuiu uic IGOPVIIUGIIW IING WU 111ang Dayments and / or pay

for purchases?

Figure 25: Preferred methods of payment for purchases by respondents

90
80

70

60

50

40 - W Tiers1 &2

percentage

30 | W Tiers 3 & 4 Formal

20 | @ Tiers 3 & 4 Informal

10 A

O n T T T 1

Cash Cheque Credit/ Bank Store Account In-kind
debit transfer charge
card card

One of the actual responses received was:

“l want the card because then you have more money’.
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6 DISCUSSION vi nrvurivu

Of relevance to all of the research questions is the geographical accessibility of
banking branches to the respondents.

Figure 19 speaks to this, with 100% of respondents, across all tiers claiming to
have at least one bank branch and ATM conveniently located near them. This
may give the impression that the goals of FSC in terms of geographical access
are close to being met. However, it is important that we remember that these
results occurred in the urban and peri-urban areas where bank branches and
ATMs proliferate and not in rural areas where the distance to the nearest bank

branch or ATM may be quite substantial.

6.1 WHAT FACTORS HINDER LOW-INCOME INDIVIDUALS IN THEIR ADOPTION OF

FIRST-ORDER RETAIL BANKING PRODUCTS?

e What are the reasons for opening a bank account by low-
income individuals?

e What is the perception amongst low-income individuals with
regards to banks, bank accounts and account operations?

e What impact does an individual’s knowledge base have on

their decision to adopt a bank account?
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6.1.1 Reasoiis 1ui AUUNMLUVII

The results as depicted in figure 7 show the following:

There is a 100% possession of bank accounts with regard to tiers 1 and 2. This
result was expected and further serves to cement the idea of tiers 1 and 2 being
the benchmark against which we should measure tiers 3 and 4 in terms of
adoption and use of bank accounts.

Tiers 3 and 4 differ from the formal to the informal sector with respect to
possession with the informal sector having 81% possession and the informal
sector having only 15% possession.

Using the weighted results from tiers 3 and 4 (both formal and informal), we can

calculate that 31% do not possess a bank account.

There is an obvious discrepancy with regard to the possession rates between
tiers 3 and 4 formal and tiers 3 and 4 informal. It is possible that this may be
explained by looking at the reasons for adoption of bank accounts amongst
these two sectors. For this purpose, figure 26 was constructed using a

combination of figure 7 (possession rates) and figure 10 (reasons for adoption).
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Figure 26: POSSES vt w1 muiinn wvvvuiiie s svope s o F€AsONS for adoption
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It is evident that the majority of the possession for tiers 3 and 4 formal may be
attributed to employer requests. The majority of the respondents from tiers 3
and 4 formal were adamant that they only opened a bank account at the
request (and in some cases, the demand) of their employer.

If we assume this to be true for all the respondents in tiers 3 and 4 (both formal
and informal) who opened a bank account at their employers’ request, and
adjusted the figures accordingly, then the bank account possession rates for
tiers 3 and 4 formal and tiers 3 and 4 informal would fall to 11% and 12%
respectively.

These adjusted possession rates lead to a new average unbanked rate of 88%.
In mitigation of this, many of these respondents admitted that it was entirely
possible that they would have opened a bank account for the purposes of

saving or money transfer if they hadn’t already possessed one.
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6.1.2 Educauuii anu HWSIAVY IGVGID

Competence in English is seen as a prerequisite for participation in the national
political and economic system (Kamwangamalu, 2000). Evidence of this may
appear in the financial sector where the majority of literature, in terms of
advertising and public opinion, with regards to financial products, is presented
in English with Afrikaans coming a close second.

Both FinScope 2006 (FinMark Trust, 2007) and UNICEF (2006) agree on an
adult illiteracy rate of 16% - meaning that 16% of adult South Africans can

neither read nor write.

A look at figures 7 and 8, reveal that two possible correlations may exist
between bank account possession and education (literacy) levels:

A grade 11 or 12 education (matric) may have a positive influence on
individuals in terms of their decision to adopt a bank account, while an
education of less than grade 5 may have a negative influence on individuals in
terms of their decision to adopt a bank account.

However, no definite trend is visible and we are unable to conclude that
increasing levels of education result in increasing levels of bank account
possession.

Possible reasons for this lack of trend could include the varying reasons for
adoption, most noticeably the admission that the majority of bank accounts
were opened at an employer’s request; a lack of logic in deciding to open a
bank account — evident from some of the responses that include “because my

daughter has it’; and the fact that some of the accounts were opened by a third

party.
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6.1.3 Initial NIIVWIGCUYG

Initial knowledge is the first awareness that the respondent had of banking
institutions and bank accounts.

Unsurprisingly, the majority of respondents in tiers 1 and 2 cite their homes
(parents / guardians) as the first source of knowledge. Most respondents in
these categories saw bank account possession as a “right of passage” in that it
was a sign of being grown-up if you possessed one. Coupled with this
awareness of bank accounts was an understanding of how they (the bank

accounts) functioned.

By examining the results obtained in figure 7 and figure 9, we can see that a
possible positive correlation exists between possession of bank accounts and
parents / guardians and / or the home as the initial source of knowledge.

However, strong negative correlations appear to exist between possession of
bank accounts and friends as the first source of knowledge and advertising as

the first source of knowledge, neither of which seem logical.

6.1.4 Reasons for not opening a bank account

If we weight and combine the results obtained from figure 13, we are able to get
a clear picture of the overall standing of tiers 3 and 4 with respect to not

opening bank accounts.
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Figure 27: Reason. .c. ..ot cpuriiniy w i svnvewn oo €IS 3 and 4 (weighted)
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It can be seen that while 97% (weighted average) of unbanked respondents
from tiers 3 and 4 would like to possess a bank account, 77% of them have
been neither offered an account nor applied for one.

Many respondents were unclear as to the steps to take in order to open a bank

account, while others were unsure of their eligibility for a bank account.

6.1.5 Banking institutions and banking product perceptions

According to Rutherford (1999) and Porteous (2003), the financial instrument
needs of the low-income group are as follows: a safe, secure place to store
their money; the ability to pay and/or transfer money to remote beneficiaries
safely and cost effectively; access to liquidity in times of need and access to

risk mitigation mechanisms.
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A reorganisation of the data from figures 14 and 15 helps to give a clearer
understanding of whether tiers 3 and 4 feel that banking institutions and bank

accounts are able to meet their financial instrument needs.

Figure 28: Percentage of respondents who associate banking institutions and

banking products with saving and storing their money
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Figure 29: Percentage of respondents who associate banking institutions and
banking products with the ability to carry out transactions effectively
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Figure 30: Percentuge <. .copeiiuciiie v weovwnad  banking institutions and
banking products with access to forms of liquidity
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Figure 31: Percentage of respondents who associate banking institutions and
banking products with risk mitigation
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From figures 28 thrGuyll W Ui, ILudll VG DTG Ulal UIG |'eSp0ndentS in tiers 3 and

(e

4 perceive that it is possible for banking institutions and banking products to
meet their financial instrument needs in terms of a safe, secure place to store
their money (figure 28); the ability to pay and/or transfer money to remote
beneficiaries safely and cost effectively (figure 29) and access to liquidity in
times of need (figure 30). However, banking institutions and banking products
are not perceived as meeting the respondents’ needs in terms of access to risk

mitigation mechanisms.

6.1.5.2 Mitigating factors

Mitigating factors in terms of respondents perceptions regarding safe and
secure places in which to store money are given in figures 17 and 18. In figure
16, if we weigh the results for tiers 3 and 4, we see that 18% of respondents do

not feel that a bank is a safe and secure place to store their money.

Reasons given include:

A fear of robberies (47%). All respondents who cited this as a reason were
under the impression that thieves would steal their personal money. This
speaks to a lack of awareness with regards to the overall functioning of banking
institutions and banking accounts.

Losing money (14%). All respondents who cited this reason referred to only
being able to withdraw a lesser amount than was deposited. Figure 16 speaks
to the respondents’ level of understanding when it comes to bank charges and
interest rates. Tiers 1 and 2 claim a complete understanding (100%) which

would correlate with their total lack of fear with regards to losing money.
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The majority (72%, ui 1copuiiusine nuin usis o and 4 claim to have no
understanding of how bank charges or interest rates work, while a smaller
number (24%) have some idea. Only 4% of the respondents from tiers 3 and 4
claim to have a complete understanding of how bank charges and interest rates
work.

Lack of trust (39%). Respondents who cited this reason spoke to a lack of trust
in that they did not know the people who worked at the bank and therefore were
unable to form a bond of trust with them. Many respondents were unable to
understand how the bank could tell whose money was whose and they admitted
to fearing that the bank would get them mixed up. Other factors that could
contribute to a lack of trust include not being made to feel welcome, feeling
intimidated and feeling confused when visiting a bank branch.

The current financial crisis. This is only applicable to tiers 1 and 2 who fear a

run on the banks. Tiers 3 and 4 are unaware of the financial crisis or the effect it

could have on South African banks.
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6.2  WHAT INFLUEN ES Luv-invumc inuivivuacs iy 1 nEIR USE OF FIRST-ORDER

RETAIL BANKING PRODUCTS?

e What is the frequency of bank account usage amongst low-
income employed individuals?
e What are the reasons for using a bank account amongst low-

income individuals?

6.2.1 Bank account usage

If we look at figure 11, we can see that those respondents who are formally
employed (namely tiers 1 & 2 and tiers 3 & 4 formal) make use of their bank
accounts on a weekly basis, with tiers 1 and 2 making more frequent use (95%
report daily use) than tiers 3 and 4 formal. Tiers 3 and 4 informal, on the other
hand, make less frequent use of their bank accounts. A possible explanation
for the discrepancy in usage between tiers 3 and 4 formal and tiers 3 and 4
informal is that the majority of the formal employees receive their wages on a
weekly basis via bank transfer and the only way to access this money would be
card usage or withdrawals thus accounting for the minimum once per week
usage.

A few respondents amongst tiers 3 and 4 cited that their only reason for having
a bank account was to facilitate money transfer to family members in the rural
areas. As money transfer may only take place over holiday periods or at times
of monetary windfalls (i.e. bonus times), usage of the bank accounts may be

infrequent.
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A pOSSib'G eXplanatiun UL UIG 1IUIImUDAayT UdG UI walin accounts amongst tiers 3
and 4 informal is lack of necessity. Some respondents, who were previously
formally employed, may have had to open a bank account in order for their
wages to be paid. Since they are no longer formally employed, wage transfer
and thus bank account usage may have become redundant. Other individuals
may have opened accounts in response to reasons other than employer say-so
and have, for reasons due to poverty (e.g. being unable to afford bank charges

or simply not having money to deposit) stopped making use of the bank

accounts.

In terms of purpose of usage (refer to figure 12), the respondents from all tiers
make use of their bank accounts in order to deposit income (if they have it) and
to withdraw cash. In these cases, the bank account would serve as a “piggy
bank”.

Tiers 1 and 2 make full use of their accounts, taking advantage of as many of
the facilities provided by the banks as possible. Tiers 3 and 4 make limited
usage (less than 10%) of facilities other than depositing, withdrawing and
money transfer. While this discrepancy could speak to differences in income
between the tiers, it is more likely to be because tiers 3 and 4 have a lack of
understanding of the facilities on offer, their eligibility for these facilities and how

to use them.
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6.3 SUB-QUESTION

The following sub-question is applicable to both research questions as stated

above:

6.3.1

What are the preferences amongst low-income individuals in

terms of ways and means of saving their money and paying

for expenses?

Formal and informal financial instruments

The initial findings of the Financial Diaries Studies (Centre for Social Science

Research, 2004), indicate that the poor (tiers 3 and 4), despite their limited

income, actively manage their money across a large number of formal and

informal financial instruments.

A combination of the data from figure 7 and figure 21 give a clear indication of

this.

Figure 32:

Use of formal and informal financial instruments
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All respondents from both tiers 1 and 2 and tiers 3 and 4 formal make use of
one or more formal financial instruments. In fact, a larger volume of usage
appears to be through formal financial instruments as opposed to through
informal instruments however this may be distorted as a result of payroll
banking transactions (Centre for Social Science Research, 2004).

In line with the findings of the Financial Diaries Studies, it is clear that all
respondents (across all tiers) make use of financial instruments in some form or
another. Tiers 1 and 2 and tiers 3 and 4 formal would appear to favour formal
financial instruments whilst tiers 3 and 4 informal favour informal financial
instruments. Possible reasons for this could be that tiers 1 and 2 and tiers 3 and
4 formal receive wages / salaries in the form of a direct bank transfer — the
choice to use a bank account (formal instrument) may not be theirs; and tiers 3
and 4 informal, through not having a formal employment, may be denied access
to some forms of formal financial instruments (e.g. loans, store charge cards

etc.).

If we look at figure 21, saving in-house is a favoured instrument amongst tiers 3
and 4. This may be understandable for tiers 3 and 4 informal as only 15% of
these respondents have a bank account and thus in-house saving may be their
only option. However, 81% of tiers 3 and 4 formal have a bank account, while
82% of them save in-house. It is possible that the reasons for this are related to

perceptions of the safety of banking institutions and bank accounts.
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Looking at figure 22 and figure 24, it is clearly evident that the respondents in

tiers 1 and 2 are receiving their income in their preferred method — bank

transfer. However, it is possible to construct combinations of figure 22 and

figure 24 for tiers 3 and 4 (both formal and informal) so that we may be able to

clearly compare their actual income payment methods with the preferred

income payment methods.

Figure 33:

Actual and preferred methods of income payment for tiers 3 and 4 formal

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

W In-kind

[ Cash

B Cheque

W Bank transfer

Actual method of income payment Preffered method of income
payment
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Figure 34: Actual u..v piciciicu scuivue o aeoeense payment for tiers 3 and 4

informal

100% -

90% -

80% -

70% -
60% -

W In-kind
50% -

[ Cash
40% -

B Cheque

0, _
30% W Bank transfer

20% -
10% -

0% -

Actual method of income payment Preffered method of income
payment

The biggest discrepancy occurs with tiers 3 and 4 formal where the maijority of
their income is actually paid by bank transfer where the preference would be for
cash. A number of respondents in this sector have stop /debit orders that come
off their bank accounts which they may wish to avoid paying through lack of
funds in their bank accounts. Some respondents in this sector also have
mashonisa loans and may have handed over their ATM cards to these
moneylenders so that they (the moneylenders) may deduct their payments as
required. If the respondents prevent their income from going into their bank

accounts then the moneylenders would be unable to extract payment.

Tiers 3 and 4 informal, like tiers 1 and 2, are content, on the whole, with their

actual method of income payment — cash.
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It is possible to construct combinations of figure 23 and figure 25 for all tiers so

that we may be able to clearly compare their actual purchase payment methods

with the preferred purchase payment methods.

Figure 35: Actual and preferred methods of purchase payment for tiers 1 and 2
100% -
90% -
80% -
70% - m In-kind
60% - H Account
50% - I Store charge card
40% - M Bank transfer
30% - M Credit / debit card
20% - B Cheque
10% - W Cash
0% -
Actual method of income Preffered method of income
payment payment
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Figure 36: Actual ..« piciciicn criviiivne o purenwees payment for tiers 3 and 4
formal
100% -
90% -
80% -
70% - M In-kind
60% - H Account
50% - I Store charge card
40% - M Bank transfer
30% - [ Credit / debit card
20% - B Cheque
10% - MW Cash
0% - T
Actual method of income Preffered method of income
payment payment
Figure 37: Actual and preferred methods of purchase payment for tiers 3 and 4
informal
100% -
90% -
80% -
70% - M In-kind
60% - E Account
50% - [ Store charge card
40% - W Bank transfer
30% - [ Credit / debit card
20% - B Cheque
10% - Bl Cash
0% - T
Actual method of income Preffered method of income
payment payment
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As evidenced by figLuco JuU, VU dllu Vi, UIGIG 1D a correlation amongst tiers 1
and 2 as to actual versus preferred purchase payment methods with the
majority of respondents preferring payment via credit / debit card.
Tiers 3 and 4 (both formal and informal) would prefer to pay for purchases with
a credit / debit card while at present they make use of cash. This is something
that the banking institutions should take note of in terms of product provision for
these sectors. In mitigation of this however, are that a number of respondents
associated a bank card with having more money. Deeper discussions with them
revealed both an area of confusion as to the differences between a credit card
and a debit card; and a misunderstanding with regards to the functionality of

credit cards — they thought that the limits for the credit cards were “a gift’ or “for

free” and that such money would never need to be repaid.
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7 CONCLUSIO.w~

7.1  OVERVIEW

While the research was by no means exhaustive, interesting insights into the
reasons for and against the adoption and use of first-order retail banking

products were gained.

On the whole, banking institutions and bank accounts were seen in a positive
light but perceptions regarding the purpose and functionality of banking
institutions and bank accounts as well as the available products and their
usage, came across as being the largest hindrance to first-order retail banking
product adoption and usage amongst low-income individuals in the urban and

peri-urban areas.

Geographical access was not perceived to be a problem.

7.2 THE ADOPTION OF FIRST-ORDER RETAIL BANKING PRODUCTS

The majority of adoptions of first-order retail banking products amongst low-
income individuals occurred as a result of employer requests, with saving and
the facilitation of financial transactions coming a close second and third

respectively.
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There are correlativiic cviuciit uswoorn UGy meiate and adopting a bank
account and between parents (guardians or the home) as being the first source
of knowledge about bank accounts and adopting a bank account.
Both of these conclusions speak to the need for an older and / or wiser figure (a
parent or employer) to encourage bank account adoption. Bank account
possession and usage should thus be encouraged amongst the older
population so that a “trickle-down” effect can occur whereby youths adopt

accounts because their elders have influenced them do so as a result of their

own positive experiences with them.

97% of low-income individuals who do not yet possess a bank account would
like to do so. Of this 97%, 77% have been neither offered a bank account, nor
have they applied for one. The individuals concerned may fear being made
unwelcome or being intimidated by bank branches and their employees; or
alternatively they may be unaware of how to apply for a bank account. A clearer
understanding of application processes needs to be facilitated amongst the low-

income population.

The majority of low-income individuals associated banking institutions and bank
accounts with saving and transacting, however very few associated them with
access to liquidity and risk mitigation. This speaks to a need for increased
awareness, on the part of low-income individuals, as to the variety of products

on offer.

On the whole, lack of knowledge and understanding, be it in terms of the

products available, benefits to be gained, usage or bank functionality seemed to
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be the blggest hurdle w vain avcuun pusscooaiun amongst the reSpondentS as
it significantly reduces their positive perceptions of banking institutions and first-

order retail banking products.

7.3  THE USE OF FIRST-ORDER RETAIL BANKING PRODUCTS

Individuals employed in the formal sector make far more frequent usage of their
bank accounts than those employed in the informal sector do. Much of this
usage can be attributed to payroll transactions, while many individuals only
made use of their account in order to facilitate money transfer to family in other
areas. It would appear that the majority of respondents did not perceive that
their accounts could be used for much else other than the most basic of

transactions (depositing money, withdrawing money and transferring money)

It would be advantageous for all low-income individuals to be made aware of
the benefits of diversifying their usage on their accounts (e.g. the use of a debit
card, which would work out cheaper than constantly drawing out cash). This
would hopefully discourage individuals from ceasing to use their accounts in the
event that they should lose their formal employment. After all, many youths,
who have yet to enter the employment sector, have bank accounts therefore a

steady income does need to be a prerequisite for using an account.
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7-4 RECOMMENDA' IVUNO 1V IMNINANUVIAL INODITTUVUII1IVND

As perception appears to be the single biggest factor contributing to the overall
adoption and use of bank accounts amongst low-income individuals in urban
and peri-urban areas, financial institutions should concentrate their efforts on
changing negative perceptions and enhancing positive perceptions. The best
way to do this is through education.

Education of low-income individuals with respect to banking institutions and
first-order retail banking products can take many forms. Suggestions and
recommendations include:

Awareness campaigns with regard to the products on offer and how such
products would be able to assist individuals with the management of their
finances should be specifically targeted at low-income individuals and in their
own language,

The development of products targeted specifically at low-income individuals (in
the spirit of Mzansi) that aim to meet the needs that are currently being fulfilled
by informal financial service providers. Examples include: savings products that
are linked to burial / funeral plans; and a savings / transaction account that is
tailored to families where all family members are able to withdraw money, using
their own cards, up to a limit set by the head of the family.

The sponsorship of personal financial management courses or workshops in
both primary and high schools so that youths are made aware, at an young age,
of just what banking institutions and bank accounts are for, the benefits they
offer, and how they work.

Improved marketing concepts in terms of applications for accounts should be

designed. The possibility of remote and/or mobile application stations could be
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eXplored. Perhaps nmuuLuLUn Luuloss onvuiu we unered when an individual
applies for an account. The course should include instruction on applicable fees

and how they are calculated, applicable interest rates, how to use the account

and the various usage options available.

7.5 RECOMMENDATIONS FOR FUTURE STUDY

In recent years, the majority of research on the marketing of both new and
existing banking products and services has been done on the upper and middle
income markets (Abratt, Bendixen, & Saunders, 2005). Despite the limited
research into the low-income market and thus the consequent failure of banking
institutions to understand this market, the poor were still acquiring the products
and services on offer. However, because of a lack of understanding, on the part
of the poor, as to how these products and services function, they (the products
and services) were often misused leading to a breakdown in the relationship
between the bank and the customer (Abratt, Bendixen, & Saunders, 2005). As
the poor tended to rely heavily on word-of-mouth recommendations, this
breakdown in relationship could lead to a destruction of the brand and
reputation of a banking product or service (Moore, 2000 in Abratt, Bendixen, &
Saunders, 2005).

Gaps still exist in our knowledge of financial services provision to low-income

individuals.

Future study opportunities include, but are not limited to:
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Studies could be Cunuuticu niw uic payunuiugivar OF emotional aspects of
adopting and using formal financial instruments. Motivation for this comes from
FinScope 2006 (FinMark Trust, 2007) which found that many people associate
banks with status; and the lack of trust which many of this study’s respondents
appeared to have with regards to banking institutions.
In-depth studies should be carried out into exactly what individuals on all
income-levels know and understand about banking products and how they
function. This is motivated by the fact that it remains unclear as to how much an
individual understands when they say they have “complete understanding” of
banking functionality. A better understanding of their understanding could lead
to improved education on the subject which in turn, could lead to greater
adoption and usage.
Comparative studies could be done between South Africa and other developing
countries in terms of financial services provision to the poor. Motivation for this
is the possibility of adapting the success of other countries (e.g. India and
Grameen Bank, and Latin America with their dedicated, third-tier banks).

Studies such as FinScope and the Financial Diaries should be continued in

order to monitor progress in terms of formal financial services adoption.

7.6 CONCLUSION

This research has accomplished what it aimed to do: to investigate the adoption
and use of first-order retail banking products and services amongst urban and

peri-urban low-income individuals. Some of the results were as expected while

others came as a surprise. However, the conclusions that we were able to draw
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and the recommenGauuiis uial nave wooi iaus onudld greatly assist with the

understanding of low-income financial service needs and provision therefore.
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