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INTRODUCTION

Finmnancial Institutions in most African countries fail to meet tre
credit needs of the rural poor, iow income urtan wage earners and
those in the informal sectors., This iIs primarily tecause tnese
institutions are deéigned to serve the middle and hnigh income
groups in both the urban and rural areas. In fact, In rural areas,.
financial irmstitutions are physically almost nor-existert.

In Zimbabwe. less than 10% of thne smallholder farmers in ccmmunal
areas nave access to production credit, from the Agricultural
Finance Corporation, the single largest public lenging instituzion.
Loans extended by the AFC are frequently inadequate. Iin 19E4/8S
109,146 applications for loans valued at $216,926 were prccassed,
after screening. The same corporation was only apie to crart
96,708 or 89% of the requested number which was values at Slow.
or 76% of the requested amounts. The percentage shorifall in terms
ot the value of loans is ciearly larger tham tihat cf the rumber ~<
lecans. These differentials seem to suggest that. =izrer =—-a

corporation gave preference to request for smaller lcans o i=

o o o—-
-t s

reduced the sizes of the requestad loars. Whatever the si=zua

was, demana for loans was way in excess of supnly. Note that socme

1

applicaticns dia not reach head office because they were screere

. i

by fieidwcrkers,

Voluntary and church groups aiso extenc agricultural groguction

crenit, but to a very limited extent. Most of Lmem aim =o srovics



inputs that enable households to produce encugh food for their own
ccnsumption. In other words, they only assist householids to mee-
their subsistence requirements, but not for surplus oraduction.
Furthermore, they target their assistance gowards specific favourasc

groups, such as those belonging to their church dencminmationr,

cCommercial banks and other financial institutions do not =rntertain
any loan applications from =mallholder farmers, who have ==z
ccllateral, particularly since they do not even own the land Z-2v

cultivate.

The situation is not very different for the urban low income wage

earners and the majority of those in the informal secicrs. :.=.

vencors, market women/men, crafts sellers etc. They do nct Quiasi-y

for eitner production (investment) or even consumpti.sor creni

extended by large department stores, These stores often demarc
T

evidence of income, such as pay slips. his requirement <thus

excluoges most people in the informal sector.

Consumption credit, tne only type avaiiable o scme o+ ==g .o

ircome urban grcups, is static rather than dymamic., sirce it =zes
not increase the borraower s inccme or he(p Nim recay LNhe .sam whe-
1% becomes due. Formal firancial markets, therefzre oo mzt mels

incre2ase the 2arning power of low income ursar cweliers,
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The unresponsiveness of formal financial markets to the needs c+

the low income groups does not necessarily imply complets aczeence

mn

ore

of financial mediation. It only means that people have to re

to alternatives.

Informal financial markets are a common feature of most third worig
countries, They complement formal markets by cata2ring <fcr

clientele abandoned by formal financial institutioms. uLike formai

M

markets, informal ones finance both consumer needs anc prscuctiv

r

b
u

investment. They tnus have a very important role to Play In th

worla economies.

“his paper provides a descriptive analysis o+ the in<crmal

financial sector in Zimbabwe. It examinmes financial mcci..sazicr

t
[

ang recdistribution activities in the infcrmal secrtors a+ <=~z _-

ot
i
)

anc rural areas. The culk of the data on the rura!l in‘crmal sza:
is based on researcn studies uncertaken since 195!. The J:rzan

informal sector anmalysis is not pDaseGc Sr any +0rma. resesc o~ wori.
it is based on informal discussions carriec ou: wizh various
ingividuals on an adgd hoc basis. It proved very dJif<icuiz
organise a formal survey in the snert time withir whicn ®nis sgra-
had to be produced. In addition, there is rarcdly ary pravicus wo.so.
cone on informai finance in urban arzac. This pap2ar wil. %hus
Sresent the scanty ocata %tnat was Ccrawn +rom tne few avaliacia
sources. it points to the reed +for researcn imto urpan L1rR-<i-ma:

tinance which plays .4 wvery important rcle :in tre accoromy of



a

Zimbabwe in general and in the reproduction of labour :

particular,

BACKGROUND: SAVING

Y,
C.uUsS

1

This paper does not discuss the activities of rural savings
for the reason that there is already a detailed study avai.ablia.
It will thus suffice to point out that savings ciubs arm a kgv
force in rural informal fimance in Zimbabwe. They are Qraszrootz
organisations (predominantly women) which generate end save acray
primarily for investment in agricultural developmenrt. AL Thougn
they are classified &s informal financial institutions, tney
deposit their money in formal institutions and are therefcrs ccund
by the governing rules and regulations. Their informaiity iz in
their generation and mcbilisation of fimances i.e. how %ney

organise themseives to jointly attain their goal.

(1)
e
* e

The important factors to note are that savings cluts 3r2
informal groups that do not hold a statutory position. “re2v are
autonomcus, ana therefgore esach one is cecsigneag to sult fsrevaiiirg
conditions. Members are in +ull control of their clubs. They ars
aurely savings groups with no crecit element in them. Sach memoer
cnly has access to ner geposits.

Savings clubs are pasically iccal initiatives wnicn rRave scrung
gocntaneously throughout tne country since tre 'S&0s., Thelr total

mempership Is currentiy ciose tc a million,
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For a long tine, classical economics has assumed that the rursi
population has a very low marginal propensiiy to save. tLls
assumption has been based on the inapprooriate methods of computing
national statistics. In recent years, this thinking has Gteen
changing, with evidence of mobilisation of rurai savings &y Groups
such as Rotation Savings and Credit Associatiors (ROSCAs) anc
;avings clubs., In Zimbabwe, these groups have been in mpzraticr

for a long time. ROSCAS preceded savings ciuos. They nave seen

present in both urban and rural areas in varying formg,

ROTATING SAVING AND _CREDIT ASSDCIATIONS (ROSCAS)

Historicaily rural women, particularly those wno received casr
remittances from spouses iIn wage employment, nNaveE 3lwavs
participated in ROSCAs. Male labour outmigration ieft wocmem wi=n
tne responsioility of provicing for their families. Thev kao oo
ensure hcusehold food security, availability cf screcoi ‘2=z,
uniforms, books and otner cash requiremerts. A INCUGH MCT T SESeSEE
remirtted cash or householq items, their contribduticns werz -~o:o
sutficient to meet all housencld requirements. Wemen hae s
aeve.icop coping stratagies in pursuit of a bettar ;gture Ty Ltz

of¥fsprings. ROSCAs proveo to be an important strategy +or Zasitial

accumulation.

In rurai areas, ROSCAS operated in a simpie manne-. M Crous CT



&
people with something in common e.g. from the same village exrtencec
family church group or organisation, would get together and eacnH
agree to pay a certain amount every month, two months or whatever
pericd was agreed., The pooled money would then be advances hc cne
member of the group as a lumpsum. This process was repeated fcr
all members of the group.

Wnen each memper got the lumpsum mcney, they aspir2d %> invest Lz
in some productive or durable item. [t was seen as an 4sit@rnative
for acquiring durables on hire purchase. Some of the most ccmmgn
types of investments were, tea or dinner services, warzrobes,
cutlery sets, blankets, pots etc. Frequently, tnis momey was usel
tz purchase school uniforms, books and rcay screcl <faes ‘o

children. In some cases it was used to meet some cf the day =T =3,

needs. Each individgual invested tneir money 1n the pest wav

couid. However, it was always cdesirable to invesit inm Sroguctive
or cdurable items which they would normalily not be azle to purchas2
+rem their personal savings.

RCSCAS were a form of voluntary forcac savings. They mot.vatad

members to generate more cash inccome so that they woule AcCT S2+&u.l s
Zn thneir centributions. Each member was <orcec tc set as:ice =-&
acrezed amounts regardless of any cther cemands. CZontractua. €aving

3pFpears 0 o2 the prime mover o4 thnese assccisticmg.

with respect to RCSCAS in rural areds, 23ch member recz=ives wnhs:s
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I
’

she put in at the end of each rotation. There was no intereg=s
charged or paid, neither would she get anything cver and abcwve nar
total contribution in one rotation. The procedures for carryinsg
cut these transactions were simplie. In the majority cf casas, s..
mempers of a group would meet, pay in their contributions, whicn
would in turn be paid out to the recipient. There were kardiy any
administrative costs incurred. In fact, the occasion was a socia.
one and people would normally make the transactions cver a ncme
brewec drink, tea or snacks. They wo&ld also sing and carc2 tcr

entertainment.

Thnis is the pattern that is still follcwed by the majoritv cf

RCSCAs . Some have modified their operations to cresatz scssz o

»

generating cash income from group activities. This is an

.

mge

3

Tanm
gevelopment which has strengthened the financial base in iow-imczme
sectors. It also contributes to the sustainability =+ t=iz

informal finance programme. A stable or regular in-<low ©f unmss

is essential for the sustainability of these schemes.

It is important to note that ROSCA funds rareiy get deapcsizas i
formal institutions, except when the item tha* the recigiant wisnes
*0 Aurchase is nct readily available. In some caszes, excess morey
after purchasing one‘'s requirements may be saved GCut ncz
necassarliy with <ormal financial institutions. In 4act. ~iir
re@spect tc rural ROSCAS, which are predominant!v womer ¢ sLnETes,

ceaiings witn panks or building societies are minmimal . T3 13



)

partly because it is not general practice for women :o Qoerate
personal bank accounts. A large number of them ‘are ncw ccing it
through savings clubs. Some ROSCA members are also memters of

savings clubs.

Another partial explanation to the limited dealings between rural

ROSCA members and formal financial instituctiors 13 the

!

o

inaccessibility of these markets, both physical arc nen-phys:ic

On tne whole, ROSCA funds are normally meant to be spent arao me:

saved. Thus in many cases, by the time a memober’'s =~urn to c2t a1l
-

the contributions comes, she will already have planned ner

purchases or even committed all her money.

ROSCAS in urban areas operate along similar lires,. “Pey s-wm
generally formed by groups of working people, wno arz2 2izhz-
friends, relatives or colleagues at worx. Unlike rural gosczc

RCECAs, urban based ones do not always spend treir mgormey cn scoTs

durabie or capital item. They may do so scmetimes buc fraquenti
they use some of the money to alleviate their cash <.cw D-zolaems
and then save the balance. Cash neéds, which incluge stcommoiatioe
rentals, electricity bills, transport eic can zometimes =c sc
pressing that ROSCA members end up allocating “ne:ir £AVCUTS TS 33TTE

Of these expenditures.

The important rcie of ROSCAs 1n urtan areas is to stasilise casA

ficws whicnh nave a tencency of fluctuating



Informal Lending
Commercial informal lending is not very commecn in rural areas.
The bulk of the informal lending that takes place is bDetwaen

Ti% L9

i

relatives, friends and the local retailer and customers.
not on a commercial basis because there is no interest cna-;=a

neither are there any charges for late payment.

Transactions are besed on mutual trust and confidence, since trere

[

[
(1]}
m

is no collateral neither is there any legal obligation. Eec

w
-
n
B

there is ncthing to protect tre lender agairst deatauliing,

M
)

transacticns are often arranged between peopie that kxncw @s3ch ctnm
very closely. Confidence in the borrower i3 the moss 1Tso--sn"

Criterion for lending.

It is not unusual to find people repaying such cash loans :n wing.
They can either repay them with their own latour or use some o+
their agriculctural produce. This often happgers in situaticns wiera
dorrowers are naving difficulty with their repayments. TRls
arrangement is often arrived at through negotiations. In all these
instances. there is no interest paid. in fact, nen-commercial

rural lenders leng at negative rates. since there arse ~c time

restrictions ancd infiation is not taken into account. Tre acTivaity



is thus not an income earning one. As a result, lenders in

group do not make a special effort to mobilise finances or savings.

Smallholder farmers are generally said to be risk averse, so thacz
they shun from borrowing on commercial markets. The unceriainty
of future income levels forces them to accept current lcwer ratur-sz

- -

than risk the unknown. This point is supported by the corre.acti=s

1o

tnat is observed between reliability of income and tenrdency == us

commercial credit in some parts of Zimbabwe's rural areas,! Th

-
.J.
i

relationship is however very difficult to substantiate Secause
several factors determine demand for credit. These wouid inciuce

the availability or scarcity of credit funds and iending colicies.

On the contrary commercial money lending is rife :im the Jr=ar
s@ctor, particularly among the low and lower middle lewv2! incoma
groups. These informal fimnancial markets cater fcr the cs=n <%

probiems of groups which comprise of pecple in wage emcioymert anc

in the informal sector.

A credit market is generally said to be infcrma. i¢ =mere ara -&

]
u

facllities for mobilising fungs and there ar2 Az <$ormal.s
procedgures for agpplying. For Zimbabwe, it is mor eptirals <-_:

tnat therea are no facilities for mobilising <funds in =2 . ;grms.

1)
-
vr
J
1]

150 el bags

lF’reliminary results from research unoertaken
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credit market. An examination of Zimbabwe's informal credit
markets brings to surface certain ;eatures which suggest that money
that is used on the informal credit market is mobilised within the
same market. This paper will discuss these features ir as g-eat
a depth as is possible. We will first examine lending act:vizies
in the informal market before looking at the mobilisation of funcs.

Data on this issue is very scanty.

The informal financial sector is heterogeneous, refiectirg =--=
diversity 1n 1individuals 1involved. Income wvariance :in zhe
individuals partially explains the heterogeneity in the finmnamcial
markets. This 1is a market where operators are iIncdivicualsz,
flexibility, rapidity and ease of transactions are the 5rcer of
the day. There are no regulations operating in %thes2 marxezs.

The informal sector finances both consumer needs and productive

investment,

The general assumption about the informal financial sector is <=ract
interest rates are considerably nigher. Furthermore, cemanc .=
sald to be inelastic to interest rates. Because cf scarcity c+
financial resources, demand for loans is always way in excess c-
tneir sugply. This is true of the bulk of urban informal <imarcia.
markets. In Zimbabwe, these include tnose popularly kncwn as
Chimpaczo, In these markets, the lernder takes a wvery Rigr -:3..
Transacticns may be between two indivicuals tnat 0o nct imcw @ac

other very well but have made contact througn a thnird party.



1tz
contact person provides the guarantee for repayment, although th:s
is not legally binding. What is essential is that the intermeciary
be held in trust and confidence by the lender. Furthermore, tnis
intermediary should possess persuasive tactics to emsure tha+t :in
case of repayment problems he or she can persuace the borrower tc

honour his or her debt.

REPAYMENT

Methods of ensuring repayment vary widely depending on the size of
loan, whether +<he borrower 1is in wage employment or is se!l+-
employed. When a lender experiences difficulties reccvering her
or his money from someone in wage employment, the easizst course
of action is to take it up with the employer. On pay cay, it i=
common for lenders to come to borrowers’ work places ana Zemarc

resayment. To avoid getting into trouble with the emg.syer, Cv

[V}
[
n
]
(3]

ensuring tnat thg work place 1is craoerly and =rere
disruptions from outsiders, borrowers always try to settie zneir
debts quietly. Some borrowers, however, try to avecid nenouring
tneir cebts, even when the lender comes to tha WOrspiaCe tC ™maw:z

nis demancs. In sucn cases, the lender ends up seeking assistarcs

from the empioyer or supervisor.

So far the type of lenger we have looked at is one wno vaiues seaca

tern sommen Le

-+

anc narmony and coes not like vioience. This 13 ¢
geaiings with lower middle imcome people, with an sssurzd f.cw =<

ircome. The lenger s risk in such a case is not very nign decsuza



13
there are a number of ways of ensuring repayment. Cn the cthe-
hand the risk is greater with the lower income groups and tnose
in the informal sector. Sometimes lower income grocups berreow
‘ccnsiderably large sums of money which they are not able tc repav
under the agreed conditions. They then try to avoid repaying, :c
the extent of absenting themselves from work. In sucn cases, :t
is not unusual to find lenders organising gangs that pursue these
borrowers and iIntimidate them into repaying. Sometimes violent
tactics are used but often times, once the borrower iz familiar
with the recovery technics of these gangs, they avoid unnacassary
confrontation. Fear of these gangs frequently forces bcrrowers o
borrow some more in erder to repay other debts. This creates &

vicious circle.

Ccther ways of reducing the risk of defaulting is by confining
lending activities to a group of people working in tre sanms
geographical area or for the same employer. Lenders wou.d inc.uce
some of the relatively senior emplcyees, er thcse wiwn cimer
sources cf income wno can spare casn for the in<crma. ‘inancLa.

markets.

Because these peopie are constantly in centact witn each sther amc
pecpie’'s images are very important in such communities, Dorrowers
make a special effcrt to honour their debts. The razte at wriz-

viciant tactics are used to reccver loan funds arz thus vary 1TW.
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Informal financial markets in which risks are lowest are thcse

which are managed through the employer. These operate aliong

simiiar lines as ROSCAs except that, members of the grcup can

N .

i

withdraw or borrow amounts greater than their deposits. In &

-
'

system, agreed stoporders are effected on members’ salaries, an
1]

C

every month these deductions are made and funds depositas ir
financial institutions where they accrue interest. Incividuals

receive rotating payouts of agreed amounts. In accition, toey can

borrow amcunts which exceed their total stoporders =y 1an agreec
percentage., Fer example, they may be allowec tc =crrow =

adciticral $40.00 for every $100.00 they deposit. In c=her wcorcs

with savings that have accumulated to $100, one can securs aczess
tc credit werth up to $40. However, ore 1s expectec tc repav =-e

$40.00 with interest, within an agreed period. With tris tyge c-
financial market, there are procedures and reguiations.
these characteristics, these markets are cilaszifiec a3 inf=-ms..
This is partly brtause they operate illegally. Althougnh zre coulcs
argue that these markets operate in the interest of pecpls w-z

would otherwise rnet have any access to ailterrmative scur-aes = -

r
1]
m

finance, their activities are still regardec as iilegal cecad
tney are not covered by any statute. Their +ramewor“ or ccerasicr

is thus not officially well defined.

These schemes could easily be equated to credit uniorz snz “hers
is ro reason why they should nct be registered. Since They arg

not operating legally, it is net very clear what governmenz = .izw



is on their being registered as credit unmions. In fact, in mcs:
government circles, their existence has either been ignored or has
gone unnoticed. Their illegal existence is not an issue that nas

been debated in public.

On the other hand, those people involved in such schemes have nc:
expressed an interest in being registered as credit unions. Tre
few who agreed to informal interviews indicated that they pre+errac
to continue operating the way they were, because, it allowed “h2m
mcre controi over their scheme., They were able to easily mcci<y
their operations to suit prevailing conditions. Flexipiiity :is
e=ssential to this group because their low incomes place them :ir

frequent financial crises which can cnly be dealt with erractively

on an indivicual basis. Because their incomes can tareiv ccover

ct

heir subsistence, they do not want to be involved in a scheme w. oo
rigioc rules, which do not take into account the sgpecis!

circumstances they are faced with.

Maragemernt, which assists in the cperazion of tne scnemes. sees
some adgvantages. Firstly, companies can continue tc pav trei-
amployees low wages, with little fear of unras: rasulting <rcm cszn
flow prcolems. They help mobilise surplus emcioyee inmcsme =o
temporarily alleviate cash fiow problems, creating a more stac.e

the respcrzioiliczy of

(1]

aNcC fnNarmcrious envircnment at work. i< d
the accounts cecartments to effect the 3iCpcrders, put ToEm In

séparate accounts, <eep recorads of stoporders, wiihcrawais a&and



lo
interest accrued. Information on these transactions was very
difficult to gather because people in management were reluctant =o
divulge anything on these activities wnich were regarded as
illegal. Employees who benefitted from this scheme did no: snow
any reservations in discussing it. In fact, it appeareg that most
of them did not realise that these operations did not have formaj
recognition or acceptance.

INTEREST RATES

]

Interest rates in informal markets vary wigely, Thera Iz

edc

standard set of factors that determine them. However, what ere-

)

from the few informal interviews the author was able to concuct wac
that the ease with wnhich the lender can recover rer on his mcneavy
is a very important factor. Secoundly, the length of the repaymerc

perioc is another determinant of interest rates. Another ircortars

11}

factor, which probebly influences interest rotes ingirectiy iz tn

i}

time cf the year i.e sucn events that occur in trne ccurza of
year as Christmas celebrations which demand increased expendicture,

e

[}

in earlier discussion it was noted that some lending schk

yl
+

involved higher risks than others. This is particuiariy true o<
those that involve individuals that ¢o ~ot have a pricr
relaticnship but get to know of each other through an intermecdiarvy.
Some of these intermediaries are actually agents who infsra kne
clientele of the avaiiable facilities. in such schemss, tre
recovery ot loan funds sometimes brings in more incivizcua.s sc tha-

Lt imposes additional ccsts on the lencer. wWhen the lender rirzg



-
i

gangs to intimidate borrowers into repaying their loans, she cr re
has to pay these members of his gang. In the process of crasirg
after her/his clients, h: or she sometimes incurs transpcrt costs.
Such costs, which can be equated to administrative ones, nave to
pe met by the lender from interest collected. Where regayment
problems are anticipated, interest rates are o<ten peggec at
relatively high leveis.

In majority of cases, the repayrent period is set at crne mormih.
The usual arrangements are that psople borrcw to meet immeciacs
financial obligations, with the intertion of repaying orn raceigs-n
of their wages, at the end of the month. In one scheme, rumn Zy &
wcman who services over forty clients, the interest ratz i3
normally S0% if the borrower repays within the agreec mointn. i<
the borrower is noct able to honour the deb:t within :re SGIEEC
period and extends it to two months, thne interest rate cou:zles.
I% can triple or quadruple depending on how long it tares s r=Ezav.
Note that these stringent rules are freguentiy appliec Lo =iilermzs
-

iRis Supsourts Th2 wiEw NSt

[}

trat are not regular and on new ones.
confidence in a client is an important driving fcrcs in in-crTal

financzial markets.

in scnemes that invelve people who know each citner we@.: ars
probably arz work mates or have regular contact, Intersst -4T&s

ére reiatively lzwer anc sometimes fixad, regargless cf the lengn

c< the repayment perioa.
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[\

Renegotionations are quite common and sometimes lenders max

n

special ccncessions to certain individuals. Ho ever, mcst pecp.
do not like to be given special concessiops because they affec
future borrowing adversely. Lenders are often reliuctant tc iz
to such clients and often avoid future dealings with them.

factor partly explains the high rate of repayment amecng this group.

There are periods of the year when interest.rates arz genera.ly
Higher because of high levels of defaults recorded. Curing &ne
reriod of December to February, most people expgerience casn <.ow
prbblems. The level of expenditure at Christimas is always higher
than most people can afford. Following Christmas, in mid January
most parente have to pay school fees, buy uniforms and becoks. By

mia January, the majority of households are experiercing serious

]

YoZasad

(8}

cash-fiow problems and they have to resort to creaois, -

)

n

-

needs such as food. Repayment of such loans is rormsily at

end of January and February.

Mcney lenders are awarz2 of the nigh demand for credit guring =his
period. They thera<fore, behave like ratiomal Susinecss peocia ang
~aise the price of &tneir commodity in response to the imcrzasan
gemand, In acaoition, the risk involved at trhis time is Zr=aca-
because most clients are not able to ccmpietely recover srem zr3ca

cash-+icw problems until acout Aprii. There (s thus a hencercy for

them to xees poustponing their repayments. Fecr =hcze .2rcevs wro
Save to pay other pecple L0 ensure recovery, TngLlr CC5U5 ars
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higher, and they thus have to raise the price of tneir commodi:\

to ensure that they meet all costs including their profits.

In the few interviews conducted, money lenders could nrot say

exactly what their rates of interest are. What seems tec emerge

was that tnere were differential rates for tne different hypes c
clients. The longer established regular anc more cepergac.s
clients tended to pay relatively lower interest rates than t-ose

who did not borrow on a regular basis anag the ~ew clients.

The price of money in urban informal markets generaily refiscis

its opportunity cost to the lender. In urban situatizcns, wnere

I

there are many other uses to which it could be put pPro+itssdiy, =
1s logical tc assume tnat wnen lenders decide on treir .nzsr23-

rates, tney take account of the alternative uses. Similaryy

borrowers are also aware cf the alternative copcrtunicies avails-.
to the lenger. That is partly wny they accept the crice.

ihe informal sector offers cther oOptisons for SAES2 WRO CaFes: Sa
accommodatea dy the +tormal sector. A very large procortics -
urdan women are engaced iIn "informai' 2comomic activiries. & ot
of unempioyed men are also absoroed by the im+fcrmal seccor. wltTnhLs

this sector, there is a diversity of economic opportunizias +or

u

r

Oth trose already atscrsed in wage emsicymert plus those Sutsize

(44

nre fcrmsal secrtor. “his Is nct to suggest trat 8., the surtlus

(o)
[\1}

1

«abcur is arsorbed. Tnere are 3stiil A1gh rates of  re2al
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a Vo

unemployment in Zimbatwe’'s wurban areas. The informal secrtor

frequently sustains the unemployed in a variety of ways, sinca

welfare services are limited.

SOURCES OF FUNDS IN INFORMAL FINANCIAL MARKETS

As stated earlier, operators in the informal firancial sectzcr ars

3
ul

generally individuals. 7This applies to both borrcwers and i=zrzce
The bulk of the funds are also generated within this sector by tne
same individuals. In order to fully understand and appreciate the
operations of informal financial markets, it is imperative %o =ave
a fulil grasp of the sources cf funds or how surpius, that is mace

available to borrowers is mopbilised.

This paper cannot claim to prcvide adequate ccverage of the scurces
of funds and how surpluses are generated. This is an area tmaz
requires rigorous research, as ther2 is harcly any i-<zrmszic-
gccumented and some of the operators in these markets are ra.uc-s;

to cdivulge information.

This paper is therefcre only able to provice a rougn piciurs z=°

the set up.

in urcan intormal financial mark2ts, l=2ngders ar2 diverss

(A3
J
D
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backgrounds and the economic activities they engage in. Generaliv,
lenders are involved in the informal sector or in the formal
business sector. They are people engaged in activities which have
a regqular in flow of cash and not a periodic one like wage-earnerc.
Lenders’ economic activ§ties often provide them with cash at times
when wage earners are experiencing cash problems. Such la-~ders
include marketeers, pecple involved in the sale cf crafts, siniznz,
self-employed mechanics, beer sales (popularly known as shapeens.
etc. A point of interest. Credit funds used cn the purcnase c+
peer and cigarettes represent quite a large proporticr of tne zzial

loan funds circulating in the informal financial sector.

The majority of money lenders in the informal markeis co ~on o

1§}

(7]

large sums of mcney. What is more important is thait &tney -~

v

-
)

g
|

money at the right time, i.e when everybody else ig =avirg 23
flow prctiems. This 1s why there are very few wage empicyees

involved in money lenaing.

Note that some wage earners who are actuai.y zaid cn a mem=-t.
pasis are big money lenders. One common feature amcng them {3 =na=z
in acrdition to their reguiar jobs, they are also engaged ir income
2arning activities in the informal sector. They &tnus nave 3
sucpiementary income which comes én a reguiar basis.

4roiner type cf lender iz that who s alsc involvea in SCSZTAz .

his is ncwever, a very smail proporticn but of scme L1rssross anc
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relevance. Al though they lend on a very swall scale, they nRawve

the potential to expand.

Members of ROSCA's argz periodic money lenders. Those ccrcernec
normally lend out during periods of their payout. Instead of czing
their lumpsum for the purchase of capital or any other items, =nhew
lengd it out so that it can generate more money. Interest earnec
is either used in the same manner as other ROSCA funds cr is aga:ir
"=nt out. In this case, participating in ROSCA's praovizes s~
cprortunity for individuals to mobilise funds for informal cregecs

schemes. This is ccntrary to the popular view thnat informa.

Y]

markets do not have facilities to mobilise funds, Because =~

f

informal markets gererate their own funds, both credit anag savirgs

m

markets are inter-linked. The credit aspect of one gparzty is t=

reciprocal of the other. Mobilisation of funds i3 thus parz &a-

imnancl

L]

'
]

parcel of processzes operating within the informsl

Y

(H]
N

markets. [t appears that the conclusion that infcrmal markes: 3

not mobilise funds was reached in the apsence of a sourag catapase.

From the little evigence found in Zimpabwe's informai s=crar,
existing informal <financial markets act as irtermeogiarieg <=~
mobilising funds. This is a characteristics that aupliaing &tr2ir

sustainability.
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SUMMARY AND CONCLUSION

This paper has .:tempted to give an overview of Zimbabwe's informal
+inancial sectur. It has examined both the rural &and urban
markets. Although they are markets that both catar for “Re lower
income groups, they each display different characteristics. Rural
informal markets tend to cperate on a non commercial basis. Meney
lencers lend to friends and relatives at zero or nmegative interest
rates. A verbal promise is frequently accepteag as coliaterai.

Lonfidence, trust ano mutuality are the tases on wnich the iencing
and borrowing relaticnships are established. A persons image c-

reputation is very important.

RCECAs invelve friends, relatives and people in regular ccrntac

fa
.

in fact, kinship netwcrks find expression ir them. Con

re
-
[\T]
re
¢t
(&

o
.

saving is the prime mover of these associations.

Cne of thne major differences between urban and ruirai 1nfcrma.
financial markets is that urban markets are gereraliy Rigrily
cocmmerciaiised, except wiith groups sucn as =X0SCAs aro 3av ings
cluos. Money lenders charge relatively hign interests arc are
cften strice with tneir recovery tecnnijues.

They generate surpius funds which they redissrisucte :n S-eir
communities in the form of credit. The buli of tnese SUrpiuz -unrcs

are mebilised from the informal zector. Financial sei<--2.lsrca



o4
in this sector is at a high level and it has been to a large extang
responsibie for the sustainébility of the system. ANy attempt at.
improving the efficiency of the operation of these markeis shouid
start with or pay more attention to the generation and mobilisaticn
of funds. Such an attempt should however, ensure tha: =t-e
flexibility ama informality which characterise these markets are
maintained so that they can respond to the needs and circumstances
of the pocr. Numerous informal financial systems have peen
sustainabie because operators have more control over them; rtnera
are no rigidities ir operations; people involved are famiiiar witr
each others conditions so that they make facilifies availacie &<
the right time and within the shortest time possibie. Being acie
to respond expressly to the pressing needs of %the poor is ﬁey.ta
the success of informal finance. The informal firmancial secscr ~an
be supported and made more efficient by the formal sector [~Tal RV &

tne above facitors are taken into consigeravion.



