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Abstract
Sustainable poverty reduction requires that poor households effectively manage
risk. The absence of basic financial services is a major obstacle to poverty
reduction in South Africa. This paper reviews available South African literature
on utilisation of formal and informal risk management instruments. The
centrality of income in accessing the complementary bundle of formal financial
services excludes households in the lower deciles from formal financial services.
Rural households and households without formally employed household
members are also denied access. Strong complementarities with informal
channels of finance mean that these same households have limited access to
even informal financial services. Promoting the use of savings accounts in
pension and social grant payouts and the growth of village banks have been
suggested as means to increase formal access for the poor.

Introduction
South Africa has a well-developed financial sector that supplies a sophisticated
array of borrowing, lending and insurance products. This sector gives some
South African households a range of options through which to smooth
consumption and manage risk. However, as these options are supplied through
the market for financial services, it is only those households at the upper end of
the income distribution who have had the resources to buy these services.
Indeed, until recently, the functioning of this market was felt to be irrelevant to
the survival struggles of South African households at the bottom end of the
income distribution. The focus of anti-poverty policy centred on non-market
interventions such as the social safety net and social welfare policy.
However, over the last few years, there has been increased recognition by the
South African government and financial sector that the absence of basic
financial services, particularly in rural areas, is a major obstacle to growth and

poverty reduction. In October 2003, the South African financial sector
committed itself to the Financial Sector Charter. The financial sector
acknowledged that “access to first-order retail financial services is fundamental
to black economic empowerment and to the development of the economy as a
whole” (Banking Council of South Africa 2003:9). Signatories to the charter
committed to substantially increase effective access to retail financial services
for the lower income groups by 2008. The Reserve Bank is currently drafting
new legislation to simplify the regulatory framework for banks and other
financial entities. The Dedicated Banks Bill aims to strengthen the country’s
economic infrastructure in order to extend provision of affordable financial
services to lower income groups (Morgan 2004).
This increased awareness of the role of financial services access in poverty
reduction in South Africa echoes developments in the contemporary
international poverty literature. A key theme of this literature is that sustainable
poverty reduction requires poor people to effectively manage risk. It is through
such management that households are able to reduce and mitigate risk and lessen
the impact of shocks (Morduch 1999a, 1999b, World Bank 2000, Holzmann and
Jorgensen 1999, Dercon 2001). This emphasis on risk management shifts the
focus from poverty to vulnerability.
Vulnerability analysis complements the traditionally static asset-based poverty
analysis and expands the “scope of poverty analysis into a dynamic, forward
looking dimension by identifying those who are in danger of becoming poor in
the future” (Tesliuc and Lindert 2002:6). For social policy, this shifts the
emphasis from passive or reactive strategies for reducing poverty to dynamic or
proactive strategies for preventing poverty. Some households who are measured
as poor in any cross-section have a solid vulnerability profile and could emerge
from poverty over time without any government assistance. On other hand,
some non-poor households lacking effective means to manage risk may be
extremely vulnerable to becoming poor.
From a vulnerability perspective, effective anti-poverty policy requires detailed
understanding of the way that poor households have managed risk through
informal intra-familial and community mechanisms and the forging of a more
symbiotic relationship between these mechanisms, the private sector financial
services market and the prongs of state welfare policy. Lack of effective risk
management instruments and assets limit poor people’s ability to cope with
shocks and often result in actions to cope in the short-term that worsen
deprivation in the long-term, hence preventing any escape from poverty. Shortterm coping strategies such as taking children out of school, selling productive
assets and borrowing from money lenders at high interest rates increase
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vulnerability to poverty. Actions to avoid risk can also perversely contribute to
permanent deeper poverty. For example, a household may not utilise arable land
for fear of crop loss or a rural person may stay at home where there is no chance
of employment rather than risk the money required to move to an urban area to
seek employment.
Households often face constraints to adopting efficient risk management
strategies. These constraints include exclusion from or limited access to formal
and/or informal savings, credit and insurance markets. Central to any
vulnerability analysis is an understanding of the access to and utilisation of these
financial risk management instruments. To manage risks, people rely on both
informal and formal strategies. Informal strategies include arrangements that
involve individuals and households (self-insurance) or communities (informal
group insurance). Formal strategies include market-based activities (formal
credit, savings and insurance) and publicly provided mechanisms such as social
pensions, disability grants and unemployment insurance.
Social capital or networks of mutual support such as rotating savings and credit
groups (stokvels) and burial societies are important sources of informal
insurance for households. The South African Participatory Poverty Assessment
(May and Norton 1997) confirmed that the theme of isolation or exclusion from
social institutions is viewed as an important component and determinant of
poverty in contemporary South Africa.
Formal market-based credit and savings products offer low-income households a
method for converting a series of small contributions into a large sum of money
and, thereby, improve a household’s ability to smooth consumption through
dissaving or borrowing in the face of adverse shocks. Perversely, access to
credit can be a source of vulnerability as poor households become overindebted. Incurring debt on consumables rather than assets can increase a
household’s vulnerability. Thus, a close examination of expenditure patterns is
important. Debt from micro-financiers and furniture and retail institutions is
procured at higher interest rates than debt from the formal financial sector. The
source of credit, interest rates and the utilisation of borrowings are key
characteristics for determining vulnerability.
Credit and savings products cannot provide complete protection against risks
resulting in a loss greater than what a household can save or repay. As the size
of loss increases relative to a household’s expected future income, savings and
credit products become increasingly ineffective risk-management tools.
Households can no longer effectively smooth their own consumption. At this
point, insurance becomes a more effective method of risk management.
3

Insurance allows households to receive more complete compensation for their
loss than they could have provided for on their own. Insurance reduces
vulnerability as “households replace the uncertain prospect of large losses with
the certainty of making small, regular premium payments” (Brown and
Churchill 1999:2).
While the evidence suggests that low-income households have a need for riskpooling protection, the formal insurance industry has typically under-serviced
the low income market. The formal insurance industry’s reluctance or inability
to service the low-income market is based on critical issues around product
design and risk. The same factors that increase a household’s vulnerability and,
therefore, their need for insurance make that household a less attractive
proposition for those supplying the needed services. This is a pernicious market
failure and makes it clear that there are major challenges in addressing
affordability and appropriateness of insurance products for low income
households on the one hand, and ensuring sustainability of insurance institutions
on the other hand (Brown and Churchill 2000).
This review has a particular focus on literature that informs on the state of South
African households’ vulnerability with respect to their access to and utilisation
of formal and informal risk management instruments. A branch of South African
literature has used national and regional sample surveys to address these issues
(Statistics South Africa 2002, Daniels 2001a, 2001b, 2003, Ardington et al
2003). Rasmussen (2002) and Maluccio et al (2000) make use of the KwaZuluNatal Income Dynamics Study (KIDS) - a panel study of African and Indian
households in KwaZulu-Natal between 1993 and 1998. Porteous (2003)
provides a descriptive comparison of the banked and the ‘unbanked’, using the
2001/2000 AC Nielsen FutureFact Marketscape Survey, a nationwide
representative survey of 3000 respondents.
Overall, national and regional sample surveys do not allow for a particularly
detailed picture of the saving, insurance and borrowing behaviour of South
Africans. A number of micro-surveys have recently been undertaken to
investigate relevant issues (Dallimore 2003, Dallimore and Mgimeti 2003,
Ardington 1999). A few review papers provide additional context for this work.
Van der Ruit (2002) and the Micro-Finance Regulatory Council (MFRC 2001)
provide an overview of the micro-finance industry. Nigrini (2001) investigates
the effectiveness of Financial Service Cooperatives (Village Banks) in
empowering poor rural villages. In a small-scale qualitative study, Thompson
and Posel (2001) examine issues of risk and trust with regard to burial societies.
Much of this work is unpublished at this point and our primary purpose is to
4

organise and highlight key findings. A lot of the nuances are lost along the way.
The literature is not nearly as coherent as represented here. We do not reflect on
data limitations, although these are daunting in many instances, or on
methodological approaches and differences between the studies. Hopefully
much of this corpus will appear in the journals in the near future; thus allowing
for more attention to detail that we can do here.
Our review is organised according to the type of risk management instrument.
The following section examines savings, borrowing and insurance in turn. The
final section highlights policy recommendations from the literature.

Review of South African Literature
Savings
A number of studies document the exclusion of the majority of South Africans
from formal banking services (Van der Ruit 2002, MFRC 2001, Dallimore 2003,
Dallimore and Mgimeti 2003, Porteous 2003, Ardington 1999, Nigrini 2001).
Access to commercial banks is generally limited to salaried workers (most
commercial banks require a payslip in order to open an account) excluding the
poor, the unemployed, self-employed and informally employed. Figure 1 below
presents estimates of the percentage of South African households in each Living
Standard Measurement (LSM) category with any bank account based on AC
Nielsen’s 2002 Futurefact Marketscape Survey (Porteous 2003). The LSM is a
wealth measure based on standards of living rather than income and is based on
an index of possessions and socio-economic characteristics. Access to bank
accounts differs vastly across the LSM categories. Only 8% of households in
the lowest LSM category had any bank account in contrast to 91% in the highest
LSM category.
In 2001, an estimated 17,6 million South African adults were ‘unbanked’ with
no form of basic bank account (Porteous 2003). The ‘unbanked’ are segmented
into four distinct groups – economically active (32%), not economically active
(41%), students (16%) and pensioners (11%). While the vast majority of the
‘unbanked’ are not employed, 21% of economically active individuals who do
not have bank accounts work in full- or part-time formal employment. Females
were more likely to be ‘unbanked’ (57%) than males (43%). There are marked
racial differences in the percentage of adults who are ‘unbanked’. Almost three
5

quarters (72%) of Africans were ‘unbanked’ as opposed to only 12% of Whites.
Figure 1: Percentage of adults with a transaction account by LSM
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Source: AC Nielsen Futurefact Marketscape Survey 2002 (adapted from Porteous 2003).

Porteous (2003) argues that one cannot simply examine the utilisation of
financial services to assess the level of access to these services. Firstly, there
may be people with access to a service who choose not to utilise that service.
Secondly, there are a number of dimensions to access including physical access
(distance to nearest service point), terms of the product offering (limits on
certain types or sizes of transaction, requirements for access such as a payslip)
and affordability. Based on an average user profile,1 current low end bank
products cost about R40 per month. Setting the affordability level for banking
services at 2% of gross household income, Porteous (2003) calculated that all
households below LSM 4, or 40% of the population, would not have access to
banking services.
MFRC (2001) and van der Ruit (2002) provide an overview of the R13 billion
micro-finance industry.2 The bulk of the industry is commercial cash lending,
most of which is consumption loans. Savings institutions include informal
1

A typical monthly user profile is defined as two debit orders, two ATM withdrawals, one
SASWITCH withdrawal and one statement request.
2
MFRC (2001) define the micro-finance market as transactions on loans below R10,000 to
poorer people. It is not clear what levels of savings are considered to be micro-finance.
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savings clubs (stokvels), NGOs using village banking models, parastatals
including the Post Office and the development bank, Ithala. Table 1 below
presents a summary of the micro-finance savings market in South Africa.
Table 1: Summary of retail outreach in the micro-savings market in South
Africa (1999/2000)
Retail institutions
Public sector
Provincial parastatals
Post Office Outlets
Private sector
NGOs
Village banks
Credit Unions
Commercial Banks
TEBA Cash
Microenterprise focused
Informal sector
Stokvels

Source Savings
date
Rm
1,696
Jun-99
650
Jun-99 1,046
4,662
Dec-99
5
May-00
2
Apr-00
10
Dec-99 4,000
Apr-00
600
Dec-99
45
200
Apr-00
200

Total

6,558

Savings
accounts
2,840,000
840,000
2,000,000
4,742,000
3,000
6,000
4,000,000
700,000
33,000
8,250,000
8,250,000

Outlets
2,415
50
2,365
4,279
27
60
4,000
172
20
800,000
800,000

Estimated
% Rural
80
35
35
100
33
40
100
35

15,832,000 806,694

Source: Adapted from MFRC (2001:30).

Stokvels are an important informal savings mechanism in South Africa with an
estimated 8,25 million members (MFRC 2001). Figure 2 below shows the
percentage of adults who participate in stokvels across LSM categories. It is
evident from the graph that stokvels are utlised as a savings mechanism across
the wealth distribution. Sixty percent of stokvel members also have a personal
bank account. Porteous (2003) views this as an indication that generally
stokvels do not substitute for but rather complement formal financial services.
Statistics South Africa (2002) examined changes in household income and
expenditure by comparing the 1995 and 2000 Income and Expenditure Surveys
(IES1995 and IES2000). In 1995, an average of 2% of household expenditure
went towards investments and savings (including savings through informal
sources such as stokvels) and 2% towards pensions. In 2000, the average
proportion of household expenditure on investments and savings increased to
4% and on pensions to 3%. There were distinct differences across the
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expenditure distribution in the proportion of household expenditure spent on
insurance, pensions, savings and investments. In 2000, only 1% of household
expenditure in the bottom quintile went towards insurance, pensions, savings
and investments as opposed to 11.9% in the top quintile. While there was an
increase in the proportion of expenditure on insurance, pensions, savings and
investments across all expenditure categories, the increase was much more
significant for the upper two quintiles.
Figure 2: Percentage of adults participating in a stokvel by LSM
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Ardington et al (2003) focused on who accesses financial alternatives rather
than correlates of amounts spent. A benefit of this approach is that both a
payment into and a withdrawal from a bank account count as an indication of
making use of savings or insurance. Their findings are consistent with those of
Porteous (2003) with very low utilisation of any savings in the lowest income
categories. Access to formal bank savings rises from 9% in the lowest income
decile to around 80% in the top decile. In each decile, there are only a limited
number of households accessing stokvels. Access to stokvels is lowest for the
bottom two deciles (3% and 5%, respectively) and the top decile (6%).
The racial breakdown of the percentage of households with savings is
predictable given the differences across income deciles. Whites have far higher
access to formal bank savings (73%) than Africans (33%). This difference is
also stark for investments (28% compared to 3%) and private pensions (76%
8

compared to 28%). Stokvels are predominately accessed by African households,
however, only 9% of African households report saving in stokvels.
Ardington et al (2003) then conduct a multivariate analysis to examine the
impact of a range of socio-economic and demographic variables on utilisation of
various forms of savings. The probability of utilising all forms of savings
increases with income. Indian and Coloured households are less likely than
White or African households to utilise savings. Controlling for income, race and
other household level variables, having an employed household member
increases the probability of utilising any savings by 8.4%. While rural urban
differences are insignificant for other forms of savings (pensions, investments
and stokvels), rural households are significantly less likely to utilise formal bank
savings pointing to the lack of formal banking services in rural areas. They find
strong evidence of complementarities within financial access; those households
who access one form of savings institution tend to access other forms of savings
and insurance and borrowing institutions. Households without access to one
form of financial institution tend to be without access to any form. Consistent
with assertions by Porteous (2003) and Ardington (1999) that stokvels are
complements to and not substitutes for formal banking, they find evidence of
complementarity with stokvels and other forms of savings.
Some households manage to save resources and self-insure to some degree by
spending less than they earn in certain periods. This form of savings is not
necessarily detected by looking at a household’s use of savings institutions.
Ardington et al (2003) created an income-expenditure index for each household
to examine these savings. They found that Africans, Coloureds and Indians have
higher savings indices and are, therefore, saving relatively more than Whites
once one controls for income, location and other household characteristics.
However, these savings indices declined for both Africans and Whites between
1995 and 2000 implying a reduced ability for most households to self-insure
against contingencies and an increased need to borrow.
Access to formal financial services for South Africa’s rural population,
especially the rural poor is virtually non-existent (Dallimore and Mgimeti 2003,
van der Ruit 2002, Nigrini 2001, Ardington 1999). Using information supplied
by the banks, building societies and the Post Office, Ardington (1999)
conducted a physical survey of financial facilities in KwaZulu-Natal. The
survey revealed whole magisterial districts without any banking facilities and
large tribal wards without even one post office. Furthermore, these studies
suggest that rather than a widening of the scope of services by state and
commercial enterprises, there has been a contraction of provision particularly in
rural areas. “It is estimated that whereas in 1995 approximately 50% of the
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South African population had easy access to commercial bank facilities, this
number has declined recently to approximately 30 percent” (MFRC 2001: 34).
“There has been a tendency in recent years for the range of services offered by
rural post offices to be restricted or cut back so that today it is unlikely that a
post office in an area where there are no commercial banks offers any significant
financial services” (Ardington 1999: 10). Consolidation of the banking sector,
advances in technology and the privatisation of state enterprises will likely see
the continued contraction of provision of services in rural areas.
In their case study of four Village Banks, Dallimore and Mgimeti (2003) held a
number of focus group discussions around access to financial services. The
discussions highlighted the exclusion of the rural poor from formal financial
services: services are virtually non-existent in rural areas; long distances and
high transport costs prohibit poor rural people from using commercial banks;
commercial banks exclude the unemployed, self-employed and informally
employed by requiring a salary slip to open an account; and commercial banks
often require a minimum balance to be kept, excluding people who do not have
the resources to maintain this balance.
Village Banks are co-operatives that are owned, financed and managed by rural
communities. Through linkages with a commercial bank, the Village Bank is
able to offer a range of services including savings accounts, term deposits,
transfers of social grants, loans and funeral insurance. Village Banks are
essentially community-based intermediaries acting as a link between rural
communities and the formal financial sector. To date, there are 29 Village
Banks operating in South Africa. According to Nigrini (2001), there is no
information available to form an opinion on the financial sustainability of
Village Banks. Although the infrastructure is still in the process of development
and there is no clear information on the sustainability of these banks, Dallimore
and Mgimeti (2003) recommend that Village Banks “be further encouraged and
supported to grow and develop within South Africa.” They conclude that
“Village Banks offer a vital service of providing financial services in poor
remote areas which are not likely to be serviced by commercial banks”
(Dallimore and Mgimeti 2003: 7).
The results of the household survey comparing Village Bank households with
commercially banked and unbanked households show clear distinctions between
the three types of households (Dallimore 2003). Commercially banked
households enjoy the highest welfare levels in terms of a wide range of
indicators. Unbanked households had the lowest annual income, lowest value of
assets, highest percentage of female heads and the greatest share of school aged
10

children not attending school.
Two thirds of all respondents had saved money in the last year. Respondents
were asked to list all of the various ways in which they had saved. The most
common response was a bank account (49% of the responses), followed by
stokvel (28%) and hidden in the house or property (15%). Most respondents
were saving for food (31%), emergencies (15%) and school expenses (14%).
Use of savings was the most common coping strategy adopted for the “death of
a household member” (44% of respondents) and for “serious injury or illness”
(22% of respondents).
Using a poverty index based on range of variables such as food security,
dependency ratios, education levels, household structure etc., Dallimore (2003)
found that for all three types of household there was a relationship between
decreasing poverty and increasing savings. In the linear regression on the
household poverty index by per capita savings, the coefficient for Village Banks
was almost three times larger than the coefficients for unbanked and
commercially banked households. This indicates that savings within Village
Bank households make a greater contribution towards decreasing poverty levels
than in the other two household types.
In her survey of 180 households in rural KwaZulu Natal, Ardington (1999)
found that although there were no banks or post offices in the entire tribal ward,
82.2% of households had at least one member with a bank or savings account
and 10% of households contained at least one individual who had a post office
savings account. The nearest post office and bank were 26km and 58km away
respectively. Of individuals in the economically active age group (16 to 64
years old), 29.4% had a bank or savings account. The employed were most
likely to have accounts (80.5% of employed individuals had a bank or savings
account). Non-residents were twice as likely (47.4%) to have a bank or savings
account as residents (23%).
Ardington (1999) found that those with bank or savings accounts had higher
levels of involvement in other financial services. Table 2 below shows the
percentage of individuals who belonged to a stokvel, had formal credit or were
party to a hire purchase agreement. Ardington (1999) concludes that “it appears
that access to a bank account is more likely to facilitate the account holder’s
access to hire purchase and stokvel membership, than membership of a stokvel
is to be the source of savings and credit for people who don’t have access to
formal technology and banking” (Ardington 1999:23).
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Table 2: Comparison of individuals with and without bank or savings
accounts
All individuals
Stokvel
Formal credit
Hire purchase

Individuals with bank or savings
accounts
17.1%
7.4%
37.2%

4.8%
1.6%
8.4%

Source: Adapted from Ardington (1999).

“The negative impact of the absence of financial services in the area is
illustrated by the fact that three quarters of respondents referred to the absence
of banks when asked what problems the residents of Ntuli ward experienced”
(Ardington 1999: 23). An absence of financial services in the area is not only
costly in terms of transport and time but it prevents any money, such as social
grants and government employees’ salaries, from being spent locally. The only
significant and physical source of cash in the area was at the pension pay points
for one day a month. Ardington (1999) found that most of this cash changed
hands at the markets surrounding the pension pay points with the majority of
vendors being outsiders who follow the pension pay points. Local storekeepers
loose out to these vendors who have wider and fresher stock.

Borrowings
While the commercial banks do not offer savings or credit facilities to the
majority of South Africans, there has been phenomenal growth in the microlending sector since financial liberalisation in the early 1990s. Table 3 below
summarises the micro-lending market in South Africa. The small loans industry
and retail stores dominate the micro-lending market, with commercial banks
playing a very small role. Furniture sold on credit is responsible for the bulk of
the retail stores loans. The furniture industry is a R15 billion industry per year
with around two-thirds being sold on credit (MFRC 2001). Informal lenders
include stokvels and mashonisas (informal money lenders). MFRC (2001)
estimates that there are between 25,000 and 30,000 mashonisas charging interest
rates in the range of 50% per month.
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Table 3: Summary of retail outreach in the micro-lending market in South
Africa (1999/2000)
Source Loans
Loan
Estimated
Outlets
date
Rm
accounts
% Rural
Public sector
320
65000
75
Land Bank
Mar-00
20
30,000
25
80
Provincial parastatals
Jun-99 300
35,000
50
80
Private sector
12,591 7,975,580 15,944
NGOs
Dec-99
80
50,000
27
35
Credit Unions
Apr-00
9
Co-operatives
Dec-99
7
25
80
Commercial Banks
Dec-99
25
4,000
33
Retail stores
Apr-00 5,000 2,173,913 1,000
35
TEBA Cash
Apr-00 130
86,667
172
40
Microenterprise focused
Dec-99
40
65,000
20
100
Registered small loans industry Apr-00 7,000 5,600,000 5,700
35
Pawn Brokers
Apr-00 300
5,000
35
Informal sector
400
825000
Mashonisas
Apr-00 150
25,000
35
Stokvels
Apr-00 250
800,00
35
Retail institutions

Total

13,311 8,040,580 841,01

Source: Adapted from MFRC (2001).

There is a diverse range of credit products available to households ranging from
informal family loans to home loans with commercial banks. Figure 3 below
shows the distribution of various credit products across LSM categories. It is
evident that home loans have had very little penetration outside of the
predominately urban middle to upper income categories LSM7-10 (top 20
percent of the population). Retail credit, in particular furniture accounts, has
penetrated much further. “This is in part because the product financed is itself
the collateral for the loan under an installment sale or hire purchase agreement”
(Porteous 2003: 4).

13

Figure 3: Adults with home loans, clothing and furniture accounts by LSM
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Source: AC Nielsen Futurefact Marketscape Survey 2002 (Adapted from Porteous 2003).

Daniels (2001a, 2001b, 2003) uses the 1995 and 2000 IES in order to analyse
levels of indebtedness (outstanding debt as a percentage of regular disposable
household income) across income categories.
Table 4 below presents changes in the proportion of positively indebted
households between 1995 and 2000 across the income distribution. Overall the
proportion of positively indebted households increased from 15% of households
in 1995 to 32% of households in 2000, an increase of over 100%. The
proportion of positively indebted households increased for all income categories
with increases of over 200% in the R5,000-R25,000 income categories and
increases of over 100% for the R25,000-R75,000 income categories. Daniels
(2003) views this as evidence of substantial financial sector deepening over the
period 1995 to 2000.
Turning to positively indebted households, Daniels (2001a, 2001b and 2003)
found that poorer households had lower levels of indebtedness relative to
wealthier households in 1995 and 2000 which could “perhaps be partly
explained by a lack of access to financial instruments in the formal banking
sector …, corroborated by low levels of collateral among the poor” (Daniels
2001a: 6). There is a particular racial distribution to indebtedness with Africans
experiencing the lowest levels of indebtedness and Whites the highest levels of
14

indebtedness. Male headed households have higher levels of indebtedness than
female headed households. There was significant variation across provinces
with the Western Cape and Gauteng having the highest levels of indebtedness.
Table 4: Changing proportion of positively indebted households from
1995 to 2000
Under R5,000
R5,000 - R10,000
R10,000 - R15,000
R15,000 - R20,000
R20,000 - R25,000
R25,000 - R30,000
R30,000 - R40,000
R40,000 - R50,000
R50,000 - R75,000
R75,000 - R150,000
Above R150,000
Total

2000
13%
20%
29%
35%
41%
41%
43%
53%
57%
61%
65%
32%

1995
7%
6%
8%
10%
12%
16%
18%
21%
26%
32%
40%
15%

% Change
84%
240%
269%
231%
239%
159%
140%
158%
118%
89%
63%
109%

Source: Adapted from Daniels (2003).

Figure 4 below presents the changes in levels of indebtedness between 1995 and
2000 across the income distribution3. In the poorest income group, the mean
level of indebtedness increased more than fourfold. Apart from the poorest two
income groups, levels of indebtedness either decreased or stayed the same. The
most significant decrease was in the wealthiest income group where levels of
indebtedness halved.
While access to credit can improve a household’s ability to smooth consumption
and thereby reduce the household’s vulnerability, over-indebtedness can be a
source of vulnerability. Within a vulnerability framework, it is important not
only to assess access to credit but also to differentiate debt incurred to smooth
consumption from debt incurred to accumulate assets. The source of debt is also
important as while the poor may have low levels of debt, the cost of servicing
the debt may be very high.

3

As the mean levels of indebtedness per income category are particularly sensitive to outliers,
Daniels (2003) censors the sample at the 99th percentile.
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Figure 4: Total indebtedness per income category (in R’000s)
Percent Regular Disp. Income
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Source: Daniels (2003).

The MFRC (2001) summarises information on levels of indebtedness and
evidence of over-indebtedness from a variety of sources. They identify clients
as over-indebted if they are using loans to pay off other loans or allocating more
than 25% of gross monthly income or 50% of net monthly income to loan
repayments. The National Housing Finance Corporation surveys a sample of the
clients of its retail lenders on an annual basis. Based on their 2000 sample of
599 rural and 800 urban households, they found that households repay loans to
the value of 17% to 18% of their gross household income. This figure is an
average for the whole sample and does not allow an identification of vulnerable
households. The majority of households (93%) obtained their loans from
moneylenders and only 10% obtained loans from banks. Between 15% and 22%
of households used loans to repay other loans, indicating the existence of a
potential debt spiral. In 1999, PostBank conducted a survey of 3,005
respondents across most of South Africa. The sample was biased towards lower
income categories as the aim of the study was to examine the financial
behaviour and use of financial institutions by the poor. They found that 16% of
respondents were positively indebted. Banks (29%) and moneylenders (26%)
were the main source of loans. A high percentage of loans were with friends
(22%) and relatives (18%) indicating the importance of social capital and
reciprocal transactions for poor South African households (MFRC 2001).
The PERSAL salary system which covers 49% of state employees (1,011,213
employees at February 2000) started collecting information on micro-loans a
number of years ago. A comparison of indebtedness in July 1999 and February
2000 revealed that the percentage of people with micro-loans increased from
45% to 49% and the level of indebtedness of individuals with loans increased by
57% percent. The average number of loans per indebted person increased from
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2 to 2.17 with some individuals having as many as 10 loans.
Figure 5: Debt schedule 1995 by income category (in R’000s)
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Source: Daniels (2003).

Figure 6: Debt schedule 2000 by income category (in R’000s)
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Source: Daniels (2003).

Examining sources of debt, Daniels (2003) finds that the debt profile differs
vastly across the income distribution. Figures 5 and 6 above present the
percentage of outstanding debt attributed to various sources in 1995 and 2000.
In the lower income categories debt was primarily sourced from furniture stores,
retail institutions and family implying that poorer individuals were incurring
substantial amounts of debt at high interest rates on consumables, rather than
assets. At the top end of the distribution, debt is procured primarily for the
accumulation of assets, i.e. housing and vehicles. In the poorest two income
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groups, there are substantial changes in the sources of debt. Family loans
increase from approximately 25% to 50% while retail sector loans decrease.
Daniels (2001b and 2003) then identifies groups that are vulnerable to overindebtedness by analysing levels of indebtedness together with household
dissavings (or liquidity). Findings suggest that households in the R10,000R25,000 and the over R150,000 categories were the most vulnerable in 1995.
Daniels (2001b) examines the patterns of consumption and the type of debt in an
attempt to understand why these households were vulnerable. Households in the
R10,000-R25,000 category were characterised by a large proportion of debt
procured from furniture stores together with a large proportion of total
consumption devoted to basic needs expenditure. Households in the over
R150,000 income category were deemed vulnerable as they had the highest
levels of indebtedness and the lowest levels of liquidity. These households had
large levels of outstanding debt devoted to housing combined with greater
relative exposure to overdraft and credit card facilities. As the majority of their
debt was incurred for the accumulation of assets and these assets could be turned
back into income should the need arise, this group is less vulnerable than their
levels of indebtedness and liquidity indicate.
Tracking changes in consumption and debt between 1995 and 2000, Daniels
(2003) finds that households in the both the R10,000-R25,000 and the over
R150,000 category were no longer vulnerable. The poorest households in the
R0-R5,000 category and households in the R75,000-R150,000 category were
considered vulnerable in 2000. For the poorest group, there was an increase in
furniture (hire purchase) loans and bank overdrafts and credit cards over the
period 1995 to 2000. There was an increase in housing loans and retail debt for
households in the R75,000-R150,000 category.
Ardington et al (2003) found that racial differences were less pronounced for
indebtedness than for savings and insurance and while the percentage of
indebted households increased with income, the increase was not as sharp as for
savings and insurance. Controlling for race, income and other household
characteristics, having an employed household member increased the probability
of being indebted by 9.3%.
While the differences across the income distribution were slight for overall debt,
marked differences are apparent when examining different sub-categories of
debt. The percentage of households borrowing from formal sources (commercial
bank or government) increases with income while informal debt (family loans,
moneylenders, stokvels) is important across the income distribution. Retail and
furniture and appliances debt (presumably hire-purchase) also increases across
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the income distribution but less sharply. The penetration of retail debt into the
lower income categories and the importance of furniture and appliances debt in
the middle income categories are evident.
Similarly, clear racial distinctions emerge when examining different types of
debt. More than half (53%) of White households have formal debt as opposed to
only 7% of African households. Furniture and appliances debt (presumably hirepurchase) and family loans are least important for White households. More
Coloured households have furniture and appliance debt than any other race
group and African households are the most likely to borrow from informal
sources.
Comparing sources of debt across 1993 and 1998, Rasmussen (2002) found that
while the percentage share of households with debt remained fairly constant at
around 42%, the sources of debt changed considerably. She found that the
percentage of households that owed money to formal financial institutions went
from 36% in 1993 down to 29% in 1998. The percentage of households with
informal debt increased from 13% in 1993 to 21% in 1998. The most common
source of debt in both years was relatives and friends. As the 1993 survey asked
for the total amount of outstanding debt and the 1998 survey for the initial
amount of the debt, no comparison on levels of indebtedness was conducted.
If a household is not positively indebted, it is not necessarily an indication of
financial exclusion - it may simply indicate a lack of need. Rasmussen (2002)
considers households to lack access to finance if they either borrowed in the last
5 years and were not able to borrow as much as they wanted or they did not
borrow in the last 5 years but expected that they would not have been able to
borrow as much as they wanted. Rasmussen (2002) found 69% of households to
lack access to finance (banks, stokvels or mashonisas) according to her
definition. Importantly, 80% of households did not have access to banks, which
were the only source of finance that offered loans of a Rand value above average
monthly income.
As the surveyed households were largely constrained from accessing financial
resources, we would expect their ability to smooth consumption over their
lifetime and in the face of negative shocks would be limited. Rasmussen (2002)
examined income and expenditure levels across the age of the head of the
household for households with and without access to finance. She found no
evidence of the ability of households to smooth consumption as the gap between
income and expenditure exhibited no real difference across ages of household
head. She also found that there were no differences in the incomes of
households with and without access to finance across ages of household head.
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Access to finance did however have an impact on household expenditure.
Households with access to finance had higher expenditures than households
without access to finance for all ages of the household head. Rasmussen (2002)
argues that “this is in line with the reasoning of the theory of precautionary
behaviour in that households without access to finance have to maintain a lower
level of consumption to keep sufficient resources in case the household in the
future is hit by a shock and cannot borrow to overcome the effects of that shock”
(Rasmussen 2002: 611).
Analysing the relationship between household characteristics and access to
finance, Rasmussen (2002) found that female headed households were less
constrained in accessing loans from stokvels than male headed households; the
poor and ultra-poor were experiencing no more constraints than the non-poor in
accessing finance; households in rural areas had less access to banks and
mashonisas whereas households in the city had better access to all three types of
finance; households that depended on casual wage income had less access to all
types of finance whereas households that depended on passive transfers
(government grants and remittances) had better access to banks and mashonisas.
Rasmussen (2002) found that very few households borrowed in order to cope
with negative shocks. The questionnaire, however limited the sources of
borrowing to stokvels and mashonisas and so the results are not indicative of the
extent of borrowing as a coping strategy.
Turning to access to finance, Rasmussen (2002) found that when controlling for
the poverty status of the household in 1993, access to finance enabled
households to lower the probability of living in poverty after a shock by up to 10
percentage points. She found that this effect was more or less constant across
the poverty status of the households in 1993. Lack of access to finance also
increased the probability of selling assets or taking kids out of school in order to
cope with a negative shock. Both of these are short-term coping actions which
can lead to increased deprivation in the long-term.
While one of the primary aims of the Village Banks is to establish a community
capital base for members to access loans, the infrastructure for making loans is
not yet developed in all of the banks. In their case study of four Village Banks,
Dallimore and Mgimeti (2001) found one bank offered small loans and another
had just started offering loans to small business people. The banks encourage a
discipline of repayment by incrementally increasing the sizes of loans on a
successful repayment. Village Banks are in a unique position to offer loans as
the “solidarity and trust that exist among members of the community as well as
local knowledge, management and pressure decrease adverse selection and
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moral hazard problems often associated with local financial intermediaries”
(Nigrini 2001: 3). Dallimore and Mgimeti (2001) recommend that the
infrastructure to offer loans be developed in all the banks as soon as possible as
currently money saved in Village Banks is not being circulated and so represents
a leakage from the local economy.
Dallimore (2003) found that just under half of the respondents indicated that
they had borrowed money, food or goods in the previous 12 months. The most
common sources of borrowing were from non-household relatives (37%),
stokvels (25%) and neighbours (11%). Only 3% of respondents had borrowed
from a bank and 9% from a money lender. Respondents were also asked
whether they had purchased anything on credit or hire purchase and 17% of
respondents indicated that they had. The average value of total debt was highest
for commercially banked households (R3,758), then Village Bank households
(R1,102) and finally unbanked households (R561). Only 10% of households
mentioning borrowing money as a coping strategy for the “death of a household
member”, while 24% of households borrowed money to cope with serious injury
or illness.
Ardington (1999) found that with no access to financial institutions in the area,
the incidence of borrowing was very low. Only 1.6% of respondents had formal
credit. Hire purchase was a more important source of credit with 8.4% of
respondents involved in hire purchase agreements. There was little evidence of
informal credit outside of stokvels and no money lenders were evidenced at the
pension pay point.

Insurance
Life assurance and medical aid schemes are large established industries in South
Africa with the total annual value of benefits paid out on a par with the publicly
provided social security system. Aliber (2001) points out that these benefits are
racially skewed and do not accrue to the poor. White households accounted for
almost two-thirds of all personal insurance cover in 1995 while they only made
up about 16% of all households. Figure 7 below shows the percentage of adults
in each LSM category with medical aid, life insurance, funeral insurance and
burial society membership. While 38% of adults report using at least one type
of life insurance, funeral insurance or membership of burial society, it is clear
that only burial societies have significant penetration below LSM 6. Short-term
insurance is held by little over 10% of adults; the majority of whom are in LSM
8 to 10 (Porteous 2003).
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Figure 7: Percentage of adults with life insurance, funeral insurance,
burial society membership and medical aid by LSM
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Source: AC Nielsen Futurefact Marketscape Survey 2002 (Adapted from Porteous 2003).

Ardington et al (2003) found that an African household is about 29% less likely
than a White household to purchase insurance. Coloured households are about as
likely as Whites to purchase insurance. Indian households are about 16% less
likely than Whites to purchase insurance. Conditional on race and other
demographic variables, a higher income is associated with increased utilisation
of insurance. Having a working household member increases the probability of
purchasing insurance by about 8%. As with savings and debt, they find evidence
that insurance is a complement not a substitute for other financial options.
Examining specific forms of insurance, they find that unlike other types of
insurance, after controlling for income and other demographic variables,
Africans households are more likely to purchase funeral insurance than are
White households. The strongest racial effect is that of Coloured households.
Relative to White households, Coloured households are 41% more likely to
purchase funeral insurance. Like other types of insurance, higher per capita
income is associated with greater likelihood of purchasing funeral insurance but
the magnitude of the coefficient on income is much smaller than for other types
of insurance. Unlike other types of insurance, rural households are more likely
to purchase funeral insurance. Funeral insurance appears to be complementary
to other types of insurance. Surprisingly, this effect is especially large and strong
with respect to life insurance.
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While the low-income market is typically under-serviced by the formal
insurance industry, micro-insurance and informal insurance are important
sources of risk management instruments for low income households in South
Africa. The ESKOM consumer survey of 1998 estimates that 6.5 million South
Africans are members of burial societies (MFRC 2000). Porteous (2003)
estimates burial society membership at 7.4 million in 2001/2002. Thompson
and Posel (2001) estimate burial society membership at around three million.
While estimates vary, it is clear that burial societies in particular are an integral
part of the risk management strategies of low income households in South
Africa. The collapse of these traditional support systems in the face of serious
covariate shocks such as famine is well documented (Dercon 2001:6). These
networks are likely to come under increasing pressure in South Africa due to the
growing AIDS pandemic. The impact of the AIDS pandemic on social capital
needs to be incorporated into any assessment of vulnerability.
Maluccio et al (2000) used the KIDS survey to examine the effect of social
capital on household expenditure. There was an increase in the membership of
all groups, with the percentage of households belonging to financial groups
(burial societies and stokvels) in particular increasing from 27% in 1993 to 54%
in 1998. They constructed a measure of social capital based on group
membership, how well the group performs and how actively the household
participates. Taking into account various household characteristics, social
capital had no effect on per capita expenditure in 1993, but had a positive and
significant effect in 1998. They found their results were the same when only
considering financial groups.
Rasmussen (2002) found that very few households used insurance as a coping
mechanism for a shock. Less than 3% of households had used insurance when
faced with the “death of a household member” and less than 2% for each of
“serious injury or illness”, “loss of regular employment” and “theft, fire or
destruction”. Rasmussen (2002) examined the effect of the range of coping
strategies adopted on the probability of living in poverty in 1998. Controlling for
household expenditure in 1993, she found that “only the use of insurance
schemes shows very clear beneficial effects but only for the better off
households as no data points were available for poorer households” (Rasmussen
2002:79). The use of insurance as a coping strategy showed a statistically
significant impact on prohibiting households from falling into poverty and on
assisting households in moving out of poverty.
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Summary of Key Findings and Policy
Implications
While South African households across the income distribution save and
borrow, for poorer households, currently, these financial interactions often take
place outside the formal matrix of savings, lending, and insurance institutions. In
the bottom deciles of the income distribution, the vast majority of households
are excluded from formal financial services. Poor rural households in particular
are excluded from the formal banking system. Indeed, there appears to have
been a contraction of access to formal savings in rural areas over the past decade
which, in the reviewed literature, was attributed to pressures for profitability,
technological advances, security concerns and privatisation.
All of this is manifested in the fact that there were distinct differences across the
expenditure distribution in the proportions of household expenditure spent on
insurance, pensions, formal savings and investments. A particularly pernicious
aspect of this process is that there is strong evidence of complementarities
within financial access; those households who access one form of savings
institution tend to access other forms of savings and insurance and borrowing
institutions. Households without access to one form of financial institution seem
to be without access to any form. While there is some evidence of financial
sector deepening over the past decade, largely due to the growth of the microcredit sector, many poor South African households still do not have access to
any formal financial services. In addition, this broadening of access to debt
financing is also off a very low base in 1995. Therefore, it appears that
established financial institutions have not diversified their client base into the
lower deciles in the post-apartheid period.
Even more traditional options such as stokvels have not opened up options for
the poor. Stokvels are accessed primarily by Africans and by those in the rural
areas. However, the reviewed literature consistently shows that these access
rates are very low across all income deciles. Furthermore, while stokvels are
accessible to households in the middle of the income distribution, they do not
appear to be accessible to households in the bottom deciles. Not only are there
strong complementarities within formal financial services, informal services
such as stokvels complement rather than substitute for formal financial services.
The literature review suggests that one of the key mechanisms leading to this
outcome is that those outside of employment cannot open bank accounts or buy
insurance or take a loan. The presence of an employed member in the household
was seen to be important for utilisation of all forms of financial options even
after controlling for income and other demographic variables (Ardington et al
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2003).
The single exception to this general lack of financial access appears to be
funeral insurance. Such insurance has large penetration across races and across
the income distribution. It is by far the largest and often the only form of
insurance purchased by households in the bottom deciles of the income
distribution. The literature review suggests that much of this insurance is not
purchased through formal funeral insurance policies but rather through
membership of burial societies. Thus, this certainly provides an example of the
fact that there is a demand for insurance in poor households and that a
combination of formal and community institutions have evolved to meet this
demand.
The above discussion implies a formal financial services market that has been
rather static since 1994. However, there have been some important
developments. The reviewed literature points to the phenomenal growth of the
micro-lending industry and the use of hire-purchase options. Thus, there is
evidence of the emergence of important new institutions in the financial services
market. The growth of the micro-lending industry has improved access to
financial services with the number of positively indebted households more than
doubling over the period 1995 to 2000 (Daniels 2003). Interestingly, the levels
of indebtedness among positively indebted households decreased within each
income category over this period. While access to credit can reduce a
household’s vulnerability by improving their ability to smooth consumption,
over-indebtedness can lead to increased vulnerability. The literature review
suggests that very poor and top end households are both vulnerable to overindebtedness although the composition of such debt varies a lot between these
two groups. Households at the bottom hold the highest share of their debt as
family loans while, for those households at the top, the highest share is due to
home loans.
This literature review has shown the centrality of household income in
determining access to financial institutions. This is hardly surprising given that
financial service providers are private sector companies to whom issues of
collateral and the ability of their customers to pay premiums or to service debt
are key to their sustainability. The fact that lack of income drives a wedge
between the demanders and the suppliers in the financial services market has a
very general implication for government policy. To the extent that all
government policies, whether or not they are directed at financial access, raise
household incomes and increase formal employment, will serve to bridge the
gap between the suppliers of financial services and the demanders. Clearly, this
is particularly helpful to the extent that government policies are lifting really
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poor households above key income threshold levels. These threshold levels
appear to be daunting. Ardington et al (2003) show that access to financial
services only begins to reach 50% of households in the 7th, 8th and 9th deciles,
respectively, for savings insurance and debt. This implies that even a very
successful, poverty-oriented matrix of macro and micro policies will not bring
too many households into the ambit of the formal financial services market as
currently constituted.
Somewhat in contrast to this, financial liberalisation and the lack of formal
financial services for the lowest income deciles resulted in the phenomenal
growth of the micro-finance industry in the 1990s. While access to credit can
reduce a household’s vulnerability by improving their ability to smooth
consumption, over-indebtedness can lead to increased vulnerability. This
double-edged sword is worthy of policy attention. The Micro Finance
Regulatory Council (2001) and Daniels (2001a, 2001b and 2003) investigate
over-indebtedness and identify vulnerable groups. However, because of data
limitations, much of the research is exploratory. Unfortunately, this is another
instance in which we just do not know enough or have insufficient data to draw
out policy implications on these emerging markets. The MFRC (2001) in
particular argues for the need for more information and further research before
any policy proposals can be formulated. The MFRC (2001) suggests a
comprehensive review from both the demand and supply side on at least an
annual basis in order to put regulatory bodies and the state in a position to keep
track of the provision of financial services to the poor.
The exclusion of the majority of South African households from formal
financial services is important because the literature shows that poorer
households are currently dependent on informal loans such as family loans to
smooth consumption. Ardington et al (2003) show that to these households, lack
of access to other financial services means less educational expenditures, less
health expenditures and a higher probability of having gone hungry in the last
year. The risk and vulnerability framework presented at the beginning of this
paper warns that these are the worst kinds of sacrifices because they involve
reduced investment in the human capital of household members and therefore a
reduction in the medium- to long-term capacities of that household to improve
its situation.
Thus, there has to be a discussion of how to change the workings of the private
sector financial services market in such a way that this market begins to help
those who are most in need of help in order to smooth consumption and to cope
with shocks. The Financial Sector Charter is the result of such a discussion
between government and the financial sector. The Charter commits signatories
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to substantially increase effective access to retail financial services but does not
elaborate on the current market failures or how best to alleviate them.
Unfortunately, as noted a few times in this paper, the available data do not
provide information on the workings of the suppliers of financial services. As a
consequence, aside from flagging the importance of understanding and
addressing these market failures, there is little that we can say about their nature
and what can be done to alleviate it. These limitations aside, a number of policy
options to increase access to formal financial services for poorer households,
particularly in rural areas, are worth exploring.
Ardington (1999) investigates rural access in detail using the example of
pension payments in rural areas. She highlights the negative impact of an
absence of financial services in rural areas and the stifling effect of dedicated
services, such as the exclusive delivery of state grants, on the development of
general rural financial services. “Although cash is provided monthly into the
furthermost corners of the countryside it is only pension money that is paid out
and only pensioners who receive it. The pensioners do not obtain access to any
other monies and the non-pension part of the rural community does not obtain
access to any cash or any other financial service” (Ardington 1999:2).
Furthermore the once-off nature of pension days means that cash is only
available for one day per month with the bulk being spent at the pension pay
point markets where the majority of vendors are outsiders.
Ardington (1999) argues that instead of private contractors being paid for the
dedicated service of providing social grants in remote areas, the contracts should
be offered to commercial banks, co-operative banks and organisations like the
Post Office. If the state undertook to pay all social grants and civil service
salaries into accounts, banks may be able to recover costs and extend a full
range of financial services to the entire community. In areas where the
commission on transfers and withdrawals was not adequate to sustain banks the
state might consider special subsidies. “The commission saved on the current
and future cash payment of grants would go a considerable way towards
covering the costs of the necessary infrastructure for facilities providing a
comprehensive range of financial services to the entire rural population”
(Ardington 1999:29). Alternatively, Ardington suggests that the acquisition of a
banking license could be made dependent on a certain level of services being
provided in unserviced and under serviced rural areas.
A recent newspaper article reported on two pilot projects where the Department
of Welfare was working together with commercial banks to provide bank
accounts to pensioners in the Eastern Cape (Khuzwayo 2003). According to the
Intergovernmental Fiscal Review, it costs between R16.73 and R31.50 to
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administer each social grant. For each account opened, the Department of
Welfare will pay the bank R13.50 per month. The pensioner will be entitled to
two free withdrawals a month and any further transactions will attract normal
charges. While the scheme is voluntary and will initially focus on urban areas,
the Department of Welfare is encouraging the banks to open pay points in all
areas where pension beneficiaries live.
A number of Village Banks also allow state old age pensions and disability
grants to be paid directly into individual Village Bank accounts (Dallimore and
Mgimeti 2003, Ngrini 2001). Commissions from government for administering
social grants could be used to subsidise the growth and development of Village
Banks across South Africa. If Village Banks are truly able to link rural
communities with the formal financial sector, then an assessment of the
sustainability of the Village Bank model seems to be urgent.
We conclude with a few points about insurance. Critical issues around
affordability and sustainability have limited poorer South African household’s
access to the formal insurance industry. A lack of understanding about risks in
the low-income market together with an inability to affordably manage the risks
of adverse selection, moral hazard and fraud inhibit formal insurers from
servicing the low-income market.
International experience has shown that innovative partnerships between the
state, the private sector and community-based organisations can extend
insurance provision into low-income communities. The Indian government, for
example, has worked together with commercial insurers and co-operatives to
broaden access to insurance products. In 1988, the Indian government founded a
Social Security Fund. The fund provides financing to insurance companies to
subsidise premiums for insurance policies offered to social organisations or
cooperatives working with certain occupational groups or poor communities in
the informal economy (International Labour Office 2001). The fund has enabled
the Life Insurance Corporation of India to halve life insurance premiums and
more than two million poor Indians to have subsidised life insurance policies. In
South Africa stokvels, burial societies and Village Banks are natural community
partners for such a scheme. The decentralised management and ownership
structure of these organisations decreases the risks of adverse selection and
moral hazard associated with insurance provision in the low-income market.
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