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INTRODUCTION

Financial Institutions in most African countries fail to meet
credit needs of the rural pcor, low income urban wage eatrners and
.those in the informal sectors. This i1s primarily pecause these
institutions are designed to serve middle and high income
production groups in both urban and rural areas. In fact, in
rural areas, ftinancial institutions are physically almost non-—

existent.

In Zimbabwe, lesg than 10% o+ smallholder farhers in communal
areas'have access to production credit, from tne Agrizultural
Finance Corporation (AFC). the sing.:e largest public’ lending
institution. Loans exto»nded by the AFC are frequently
inadequate. 1n 1984/1010 109,140 applications for loans valued at
$216,926 were processed, a-rter screening. This corporation was
only able to grant 96,708 1 39% of the requestad number which
was valueao at %164,799 oar 7&7% o+ the requested amounts. The
percentage shortfall in terms of the value ot loans is clearly
larger than that of the number ot loans. These differentials
seem to suggest that, either the corporation gave preference to
requests +or smaller’ loans or 1t reduced the sizes of the
requested loans. Whatever the situation was. demand forlloans
was way 1n excess ot supply. r Note that some applications did not

reach head office because they were scre=ned by +leldworkers.

Voluntary and chnurch groups also extend agricul turatl productioh'
crecit, but to a very limited extert. Most of them aim to

provide inputs that enable housenolds to produce enough food for
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th2ir own consumption. In other words, they only assist
households to meet their subsistence trequirements, but not for
surplus production. Furthermore, they target their assistance
towards specific favoured groups, such as those belonging to

their church denomination.

Commercial banks and other . financial institutions do not
entertain any loan applications from smallholder farmers, who
have no collateral, particularly since they do not even own the

land they”cuitiyate.

The situation is not very different for the urpan low income wage
earners and the majarity o+ those in the informal sectors, i.e.
vehdors, market women/men, ctatts sellers etc. They dao not
qqal;fy for_either production (investment) or even consumptionr
credit extended by large department stores. These stbres often
demand evidence ot income., such as pay slips. Tnis recuairement

thus_excludes most people in the. informal sector.

Consumptiqh‘QKéQit, the only type avalilcble tao some of the low
income urbanAQKQups, is static rather than dynamic, since 1t does
not i1ncrease tﬁeaborrower's income o+ help him repay the ‘loan

when 1t be;omes?dﬁé;;'Formal financial markets, therefore do not

help increése&i e eafning power of low income urban dwellers.
The unresponsiveness of formal financial markets to the needs of
the low incaome groups does not necessarily imply :omplete absence’

Df_fiqanciél'meaiation. 1t only. means that people have to resort



to alternatives.

Informal financial markets are a common feature'of’mQSt;tHird
world cduntries.-'Théy cdmblemgnt formal markets by caterihg,for
clientele abandoned by formal financial institutions. @ Like
formal markets, informal ones finance both consumer heé&s énd
productive investment. They thus have a very imporﬁant'rb;e to

"play in third world economies.

This paper provides a descriptive analysis of the ihfgrﬁél
financial sector in Zimbabwe. It examines financial mobilisation
and redistribution activities in the informal sectors pf,tﬁe
urban and rural areas. .The bulk of the data on the '‘rural
infarmal éector is based on research studies undertaken sinde
198t¢1. The urban informal sector analysis is nat Dased»on any
formal research work. It 'is basec on informal discussions
carried out with various individuals o an ad noc basi5.  It
proved very difficult to organise a formal Survey in the short
tiﬁe within which this paper had to e produced. In addition,
there is hatrdly any previous work done on infqrmal finance 1in
urban areas. This paper will thus present the scanty data that
was drawn from thé few available sources. It points to the need
for research into urban informal finance which pléys afvéry
important role in the economy of‘Zimbabwe in genéra;'ahd in the

reproduction of labour in particular.



BACKGROUND: SAVINGS

 This paper does not discuss the activities of rural savings clubs.

in for the reason . that . there 1is .already a ‘detailed study
available, It will .thus suffice to pairt out that savings clubs
are a key force in rural informal finance in Zimbahwe. They are

grassroots organisations (predominantly women). which generate and

save money primarily far investment in agricultura: development.

Aithough they are classified as informal tinancial institdtions,
they deposit their money in farmal institutions and.ahé theretfore
bound byvthe governing rules and.requlations. Their informality
is in their generation and mopilisation of finances i.e. how they
organisevthemselves.to jointly attain their goal o+ accumulating
savings., - ‘
The.important tactors to notz are that savings ciubs. are small
informal groups that do not hold a statutory pasirtion. They ére
autohqmous, and therefore each one 1s deéiqneq to suit prevailing.
conditions. Members atre in tull control of their clubs. fhey
are purely savings. groups with no credit element in them. Each

member only has access to her deposits.

Savings clubs are basically jocal initiatives which have sprung
spontaneously throughout the country since the 176Us.. Their:

total membership .is currently <lose to a million.

For a long time, classical economics nas assumed that the rural
population has a very low marginal propensity to save. This

assumption has been based on the 1nappropriate methods of
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.computlng natlonal StatlSthS. In recent vyears, this thlnklng
has beenAchanglné, with’ eQiaénce o% moblllsatlon of rural savings
by groups such aé Rotationl Sa;iﬁgs. aqd Credlt Associations
(RbSCAs) and savingg‘eiuSsTénd”ﬁd£ual éid sociéties‘e.q; burial
societies. In'Zimbabw;, these gfoups héQe been 1n-operat10n for
a‘lonq timé. "ROSCAS preceded anLngs clubs. They have been

present in both urban and rural areas in varving forms.

RDTATING SAVING AND CREDIT ASSDCIATIDNS (ROSICAS)

Hlstorlcally rural women, partlcularly those who'rece1ved cash
remltténces from lspou ses 1n wage emplbvment, have always
bartLCLpated in RUSCAS ;ﬂale labour ogthlgration lett womeﬁ with
the responsibility of providing for ﬁhéir families. They had fo
ensure household food security, availability of schoal fees,
uuiformé, boéks éﬁd othé}‘éésn reqﬁifemeﬁts. élthﬁJgg most
spouses remiéted ﬁash orn;buéehold'itens, th91ETcdntribut16n5
were not sufficient ém meen. éli housenaica requf?ements. vwdmen
Had‘fo‘develop.coping straéegie% in pursult ot a betfer future
;AF their d{fsprinés; RDSCﬁs:proved to re an meortant Sfrategy

'for capital accumulation.

In rural areas, ROSCAS ;perated in a sinple manne?. A group ot
-ﬁeople with Soﬁétﬁing in common e.g. +from fne same villaée
éxténded {amiiy churéh groupn or Drgahisatioﬁ, waould ge£ together
and eacH agree tb pay a certain amouﬁt every-ﬁontﬁ, two mo6tﬁs‘
or whatéver period waéjggfeéé: Tﬁé pooléd monéy.would tHéH/Se.
aogvanced to one member o{:the group as lumpsua. This précess

was repeated for all members of the gro p.
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When each_member got tHe lump%um moﬁey, they aépired‘fo-inQééf
it in some productive or durégle item. It was seen'as an
alternafive‘for acquiring durébles onlﬁire purchasé. Some of the
mos£ common types of investments wére. tea or dinner>ser9i¢es,
wardrobes, cutléry. sets, .blankets, péts énd agrichtural
-impiements. Frequently, this money was uséd to purchééa school
uniforms, books and pay school fees for children. In some cases
it was ‘used to meet some of the day to _day needs - Each
individual invested théir money in the best way the; could.
However, 1t was always de<irable to inQest in prodﬁc£ive dr
durable items whi;h they would normélly not be able to-pufchése

from their personal savings.

ROSCAS were a form of voluntary forced savings. They motivated

members to generate more cash income so that they would not

default on their contributrons. Eacihh member wa: forced ta set
aside the agreed amounts regardless o+ any oather demands.
Contractual saving appear. to be tte prime anmover of these

associations.

With respect to ROSCAS 1n rural areas, each member received what
shé put in at the'end of each rotatian. There waé no interest
charged ér paid, neither wou1d>5ne get anythiﬁg over‘énd above
her total contribution 1in one rotat;on; 'Thé procedures for
cafrying out these‘transactioné were simple. In the majority of
cases, all members o%i a group wéuld meet, pay 1n their
contributions, whiéhvwould inrturn be paid out to.the recipient.

There were hardly any administrative costs incurred. In fact,
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the occasion was a social one and people would ncrmally make the
transactions over a home brewed drink, . tea or snacks. They would

also sing and dance for entertainment.

This is the pattern that is still followed by the majority of
ROSChAs . Some have modified their operations to create scope for
generating cash income from group activities. This 1s an
important development'which-has strencthened the‘financial base
in low—income sectors. It aiso contributes to the sustainability
of this informal finance programme. A stable or regular - in-

flow of funds .is essential for the sustainability ot these

schemes.

It is important to note that ROSCA funas rarely get deposited in
formal institutions. except when the item that the recipient
wishes to purchase 1s not readily avallable. Iin some cases,
excess money after purchasing one’ s requirements may be caved but
not necessarily with +Formal +1nancial i1nstitutions. in fact,
with respect to rural ROSCAS, which are predominantly womén’s
schemes, deal;ngs with banks or building socleties are minimal.
This is partly because it 1s not general practice +tar women to
operate personal bank accounts. A large number ot them are now
doing it through <avings clubs. Some ROSCi members a?e also

members ot savings clubs.

Another partial explanation to the limited dealings betwaeen rural
ROSCA members and formal financial institutions is- the'

inaccessibility ot these markets, both physical and non—-physical.
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Dnvthe whole, ROSCA funds are normally meant to be spent and not
saved. Thus in many cases, by the time a member's turn to get
all the contributions comes, she will already have planned her

purchases or even committed all her money.

ROSCAS in urban areas operate along similar lines. They' are
4genera11y formed by groups of waorking people, who are either
'friends, relatives or colleagues at wotk. Unl:ke rural based
ROSCAs, urban based ones dD.not always spend their money on some
durable or capital item. They may do so sometimes but frequently
they use saome of the money 20 alleviate their cash ftlow problems
and then save the balaice. LCasthh needs, which include
accommodation rentals, electricity bills, transport etc can
sometimes be so pressing that ROSCA members end up allocating

their pavyouts to some of t ese expenditures.

The important role of ROSCAs in urban areas is to stabilise cash

flows which have a tendency of +fiuctuating

Burial societies are most common mutual aid societies among
peéple who derive their income from both the formal and infaormal
sectors. Their bésic objective 1s to render help to members in
urgent need particularly in the event of a death in the tamily.
Salidarity and mutuality 1s the very basis oan which burial

soclieties are set up and operated.

R P I = T
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Funerals are an expensive item 1in most Zimbabwean household
budgets. The:bereaved family is normally expected to brovide
food, drinks and transport for ﬁourners.' In addition, it also
purchases the coffin and other regquirements, depending on the
rites to beiperiorﬁéd; Some funerals”draw as many as several
thousaﬁds of people according to the popularity of the deceased.
In some cases, people have to wait for up to a week between the
time of death.and the actual burial. During fhis waiting period,
it is customary that the beféaved'Family feeds all mourners.
This puts a lot of pressure on many families. particularly in the
urnan setting where suppotrt fram the extended fsmily 1s minimal.
This is particularly true ot low—income qroubs wihich do not even

have the backing of insutrance policies.

Histdfically, burial societies have developed orimarily amaong
low—income wage earners .n utrban and miinng centres. During the
colonial era 1in their early vyears, 'they were dominated by
lmmigranf workers +roh sucn néithouring'countries as Malawi,
Mozambique énd'to a lesset extént, Zambia. Gradually, indigenous

" people who established their families in urban centres, pegan to

participate. At present, burial sacieties are expanding -
throughout the country. They are still predominantly urban
based. They, however, have broadened their operations. beyond

assisting each other with funeral expenses. Family entertaiﬁmenf
is an importaﬁt"+un¢tion of burial societies, particuiarly on
such occasions as >Chfistmés anad Easter holidays.' Un these‘
evenfs. burial societies organise parties where member families

get together to eat., drink, sing and dance. Some societies go
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to the extent of setting up cultural dance groups, which may

provide entértainment at weddihgs}

<

In addition_to en@ertainment; some burial societies havevalso
',broadened their activities to include income generating ones.
This  is spe;ially true of womén members who are oftenrnof in
formal employment.- They generate income, througi: sale o+‘crafts,'
. poultry product; and any o;her activities similar to those in

which ROSCA members engage.

‘The bulk of burial societies do not engage in borrowing  and

lending activities. The few that do so try to discourage their

members {from making a habit of borrowing. The common
disincentive for borrowing is high interest rates. Thevy can be

as high as 907% although the risk is low. Detaults are very few
méinly because these societies are made up of people with strong
ties. - They all value the availability of ready casﬁ during
periods of crises. Thus the important role of burial societies
';is primarily to meet cash requirements of members quing c;ises

periods of unplanned high expenditure.

'Iﬁfdrmal Lending

>Commercia1 informal lending is not very common in rural areas.
:The bulk of the informal lending that takes place ;s betwéen
rél;tives, friends and the local retailer and customers. This"
is not on a commercial basis because there is no interest charged

neither are there any charges for late payment.
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Transactions are. based on mutual trust and. confidence, since
there is no collateral neither 1is there any legal obligation.
Because there 1is nothing to protect the lender against
deféulting, such transactions are often arrangéd betﬁeen people

that know =zach-other very closely.. Confidence in the borrower

is the most important criterion for lending.

It 1is not unusual to +find people repaying such cash loans in
kind. They can either repay them with their own labour ar use
somé.wrf their agricultural produce. This :often happens 1in
'sifuations ‘where borrowers are having difficulty witn their
repayments. This -arrangement 1s often arrived at through
negotiations. In all these instances, there is no interest paid.
In fact,‘non—commercial ru-al- lenders lend at negative rafés;
since there are no time restrictions and inflation is not taken
into account. The-activity is thus not an incomé earning one;
.As a result, - lenders in this roup do not make a special effqrt_

to mobilise finances or savings.

Smallholder farmers are generally said to be risk averse, so that
they shun %rom borrowing an Commeréial markets. The uncertainty
.of future income levels forces them to accept current lower
returns than risk the unknown. This .point is supported by thea
correlation that is observed between reiiability of income and.
tendency to use commercial credit in some parts of Zimbabwe's

rural areas.! This relationship is however very difficult to

'Preliminary results from research undertaken by the author;
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. substantiate because several factars determine demand for credit.
‘These would include the avéilability'or scarcity of credit funds

and lend;ng policies.

On the cbntra?y commercia: money lending 1s rife in the utban
sector, partiCuIarly among the low andtlower middle level income
groups. These informal'¥inancia1 markets cater fof the cash +tlow
problems of_groups which comprise of peoplé in wage employment

and in the informal sector.

A credit market is generally said to be informal if there are no
"facilities for mobilising funds and there are no formalised
‘procedures for applying; For Zimbabwe, 1t is not entirely true

:-that tHere are no ftacilities for mobilising funds in the informal

credit market. An examination of Zimbabwe s informal cfedit

makkets brings to surface certain Fgéggggg_which.suggest that

’ money that is used on the intormal credit market is mobilised

’ . . Within the same informal market. This paper will discuss these

“features 1n as great a depth as is possible.  We will first

”ﬂ_examine lending activities in the informal market before looking

“at the mobilisation of funds. Data on this issue is very scanty.

’{ The informal financial sector i1s heterogeneous, reflecting.thé:
‘divérsity in 1individuals 1involved. Income varianmce in 'fhe
‘individualg partiallyAexplains the heterogeneity in ther+inanéia1'
markets. This 1s a market whetre operators are individuals,
fiek;ﬁility, ttapidity and ease of transactions are the order o%

the day. There are no regulationé operating 1n these markets.
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The informal sector finances both consumer needs and prdduct;Ve

investment.

The general assumption about the informal financial sector 1is
‘that interest rates are considerably higher. Furthermoré, demand
is said to be inelastic to interest rates. Because ofvécarcity
of financial resources, demand for loans 1S always way ;n excess
~of their supply. This is true of the bulk of urban informal
financial markets. In Zimbab@e, these include those pppularly
known as Chimbadzo. In these markets, the lender takes a very
high risk. Transactions may be between two iﬁdividuals that do
not know each other very well but have made contact through a
third party. The contact person provices the guérantee for
lrepayment, although this is not legally binding. What is
essential 1is that the 1ntermediary be held in trqstl and
confidence by the lender. Furthermore; this intermeciiary should
poséess persuasive tactics to ensure that 1in &age of repayment
problems he ar she can persuade the barrower to honour his or her_

debt.

' REPAYMENT

Methods of ensuring trepayment vary widely depending on the size
o+ loan, whether the barrower 1s in wage employment or i5 se1ff
empioyed. When a lender experiences dif{icultieé recovering hef 
or his money from someone in wage emplayment, the easiesE course
of action is tao take it up with the employer. 0On pay day, iﬁris_
common fot lenderé to come to borrowers’ work places and demand

repayment. To0 avoid getting into trouble with the employer, by
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ensuring ‘that the work place is orderly and there are no
disruptions from outsiders, borrowers always try to setfle their
debts quietly. Some borrawers, however, try to avoid honouring
their debts, even when the lender comes to the workplace to make
his demands. In such cases, the lender ends up seeking

assistance from the employer or supervisor.

So far the type of lender we have looked at is one who values
peace and harmony and'doeé not like violence. This is often
coﬁmon in dealings with lower middle income people, with an
assured flow of income. The lender’'s risk in such a case is not
very high because there are a number of ways of ensuring
repayment. 0On the other hand, the risk is greater with the lower
income groups and those in the informal sector. Sometimes lower
income groups borrow considerably large sums of money which they
are not able to repay under the agreed conditions. They then try
to avoid repaying, to the extent of absenting themselves from
work. In such cases, 1t 1s not unusual to Find lenders
organising gangs that pursue these borrowers and intimidate them
into repaying. Sometimes violent tactics are used but often
times., once ﬁhe borrower 1s familiar with the recovery technics
of these gangs. they avoid unnecessary' confrontation. Fear of
tnese gangs frequently forc:a2s borrowers to borrow some more in

order to repay other debts. This creates a vicious circle.

' Other ways of reducing the risk of detaulting is by:cohfiningl
lending activities to a group of people working in the same

geagtraphical area or for the same emplaoyer. Lenders would
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include some of the relatively senior emplovees, or those with
other saqurces of income who can spare cash for the informal

financial markets.

Because these people are constantly 1in contact with each other
and people’'s imageé-are ve?y‘important in such Commuﬁities,
borrowers make a'special effort to honour their debts. fﬁe-raté
at which violent ta&ticé are used to recover loan funds aré-thus

very low.

Informal financiél markets in which risks are lowest are thosé
which are managed through the eﬁployer. These operate éloné
similar lines as ROSCAs except that, members of the group can
withdraw or borrow amounts Qreater than their deposits. In this
system,tégreed Stdporders are effécted on membeirs’ salaries, and
every- month these deductions are made and fundsrdeposited in
financial institutions where they accrue 1nterest. Individuais
receive rotating payogts of égreed amdunts. ImAaddition, they;
cah borrow amounts which ¢ xceed their‘toﬁal 9toporde?s by aﬁ
agreed percentage. For éxample, they may be allowed to borrow
arn additional $40.00 for eveary $100.bd they deposit. In otﬁer
words with Saviﬁqs that have éceumulated to $10U, one can SECQFE
access to credit worth up to'$40. However, one is expeéted to
repay the $40.00 with intereét, within an agrecd period. With
this type. of tinancial market, ihere are Drocedures and
“@gulafions. Despite these characteristics, these markets are
ciassified as informal. This 1s partly because they operate

lilegally. Although one could argue that these markets operate
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-in the interest of people who would otherwise not have any access

to altetrnative sources of finance, their activities are still

regarded as illegal because they are not covered by any cstatute. -

Their framework of operation is thus not officially well defined.

" These schemes could easily be equated .to credit unions and there

is no reason why they should not be registered. Since they are
not operating legally, it i1s not very clear what government’'s
view is on their being tregistered as credit unions. In fact, in

most government citrcles, their existence has either been ignored

- o+r nhas gone unnoticed. Thewrr illegal existence is not an issue

that has been debated in public.

Dn»the other hand, those péople involved in such scihemes have nbt
expfeésed an interest 1n being registered as credit unions. The
few ‘th agreed to in%or@dl interviews 1indicated that they
preterred to contique operating the way they were, because, it
allo@ed them more control over their scheme. Thay were able to
easily modify tbeir operations to sult prevailing condifions.
Flexibility is essential to this group because their low in&omes
piace them 1in ffequent financial ctrises which can only be aealt
with effectivelf on an individual basis. ABecause their in&omes

can barely cover their subsistence, they do not want to be

involved in a scheme with rigid rules, which do not take into

account the special circumstances they are taced with.

Management, which assists in the operation of the schemes, sees

some advantages. Firstly, companies can continue to pay their
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employeeé low'wages, with little fear of unrest resulting from
&ash flow problems. They help mobilise surplus employee income
to temporarily alleviate cash flow problems, creating a more
stable and harmonious environment at work. It 1is the
‘résponsibility ofa committee normally made up of people from the
accounts departments tao effect the stoporders, put them in
separate accounts, kmep recoras of stoparders, withdrawals and
interest accrued. {nformation on these transactions was very
difficult to gather Decause‘people in management were reluctant
to divulge anything ©on these activities which were regarded as
illegal. Employees who benefitted from this scheme did not show
any reservations 1in discussing it; in fact, 1t appeared that
most of them did hbt realise that these operations did not have

formal recognition or acceptance.

INTEREST RATES

Interest rates in intarmal markets vary widely. There 1s no
standard set of factors that determine them. Howevar, what
energed from the few informal interviews the author was able to
conduct was that the ease with which the lender can recover her
or his ﬁoney is a very important factor. Secondly, the length
of the repayment period is another determinant of interest rates.
Another important-+uctor, which probably 1nfluences 1nterest
rates indirectly is the time of tne vear 1.e 3uch events that
Dccur in the coursé Qf the year as Christmas celebrations which.

demand increased expenditure.
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Iniearlier discussion 1t was noted'thaf some leﬁq1ng schehés.
:;involQed higher risks than. others. This‘is pafticuiér}y'true'qf
those that involve individuals . that do not have  a 'Pﬁidr
relétionship but get to know of each othek thrdugh"an
*»intermediary. Some of these intermediaries are actually agenfs
‘who inform the clientele of the available facilities. HIﬁ.chh
rschEméé,Arhe recovery -of loan funds sometimes brinés ini@dre
Individuals so that it imposes additional costs on the _leﬁderT
When the lender hires gangs to intimidate borrowersiintb fépay§ng
tﬁeir loans, she or he has £o pay these‘members of his géngl ih
~£he.process of chasing after her/his clients, he or she Sqmétimes
-incurs transport costs. Such costs, which can be equgfed fo
‘administrative ones, have to be met by the lender from'iﬁtéfest
" collected. Where repayment problems are anticipated, in#eﬁest

rates are often pegged at relatively high levels.

In majority of cases, the repayment period i1s ;et at one month}'
The usual arrangements are that people borrow to meet im@ediate
- +inanc£a1 obligations, with the i1ntention of repaying on receipt
of their wages, at the'end of the manth. In one schémg;#run by
a woman who services over forty clients, the interest_fafe_is
';hormaily.SOZ i+1the borrower repays within the agreéd mbnth. lIf
the borrower 15 not able to nonour the debt‘withih the égreéq
period and extends 1t to two months, tﬁe interest réte doubies.
.It.cén triple or quadruple depending onAhow long it takég.td
repay. Note that these stringent rules are-{requengly apélied
to clients that are not regular and. on new ones. This sgpporté

the view that confidence in a client is an important driving



- force in informal financial markets.

In schemes that involve people who know each other well and
probably are work mates or have reqular contact, interest rates
are relat.vely lower end sometimes fixed, regardless of the

length of the repayment period.

Renegotiorations are quite common and sometimes lenders makg
special ccncessions tao certain individuals. ‘However, mosf peoplé
do not lile to be given épecial concessions because they affect
future borrowing adversely. Lenders are often r2luctant to lend
to such clients and often aold future dealings with them. This
factor partly explains the high rate of repayment among‘this

group.

There are periods of tne year when interest rates are generally
higher because of high levels of defaults record=ad. buring the
period of December to February, most peop}e experience cash flow
problems. The level of expenditure at Christmas 1s always higher
than most people can atford. Followling Christmas, in mid Januafy

most parents have to pay school fees, buy unitorms and books.

basic needs such as food. Repayment of such loans is normally
A . +

at the end o+ January and February.

Money lendetrs are awatre ot the high demand for credit during this

period. They therefore, behave like rational business people and
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In schemes that involve peaople who know each other well_and
praobably are work mates or have reqular Contéct, interest rates
are relat:vely lower and sometimes fixed, regardless of the

length of the repayment period.

Reneqotionationskare'quite common and sometimes lenders make
speclial ccncessions to gertain individuals. ‘How@ver, mosf pedple
do not lile to be given %pecial concessions because they affect
future borrowing adversely. Lenders are often raluctant to lend
to suchh clients arnd often awvoid future dealings with them. AThis
factor partly explains the high rate of repayment among.this

group.

There are periqqs of the year when interest rates are generally_‘
higher because of high levels of defaults record=d. buring the
period of December to February, most people experience cash flow
problems. The level of expenditure at Christmas 1s always higher
than most people can afford. Following Christmas, in‘mid January»
most parents have to - pay school +e§5, buy unitorms aﬁd books.
By mid'January, the majqrify*gf ﬁduseholds are experiencing

serious cach-flow problems ahd{thégﬁ

ave to resort to credit, for
basic needs such as food. Repayment of such loans is normally
' p:ey . ,
o :

at the end of January and February.

Money lenders are aware of the high demana for credit during this

period. They therefore, behave like rational business people and
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.raise the p?icé of their coumodity in résponse to tHe'iﬁcFeaséd
démand. In adéitioﬁ,'the rlsk.iHvblved at this time ié greafef
be;auée mdst-clients are not able to coﬁpletely recover frbm
these cash—-flow problems until aboutlébril.v'There is tHus a
'téndency for thém to keep postponing their repayments. For those
lenders who'héve to pay otr =ar people to ensure recavery, their
cosﬁé are hiéher, and they 1hué have to réise the price of their
commadity to ensure that taey meet all ‘costs including their

profits.

Iﬁ tHe faw interviews condic ted, money lenders tbuld not say
exactly whaf their rates of .nterest were. What seemed to emerge
was fhat there were differextial rates for the different types
of clients. .The 1bnger established regular and more dependable
clieh£5 tended‘to pay relatively lower interest rates than those

who did not borrow on a reqg:ilar basis and the new clients.

The bFice of money in urban informal mar«ets generally reflects
its opbbf£uni£y cost to the lender. In urban situations,bwhere
there are many other uses to which it could be put'pfdfitably,
it _is logical to assume that when lenders decide on .their
interestrrates, they take account ot the alternative uses;v
Similarly borrowers are also aware of . the alternative
- Dppqrtunities available to the lender. That is partly why they

accept the price.

The informal sector oft+ers other options for those who cannot be

accommodated by the faormal sector. A very large proportion of
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urban womén are engaged in “"informal" economic activities. A lot
ot unemployed men are also absorbed by the informal sector.
Within this -sector, there 1s a diversity of economic
opportunities for both thocse already absorbed in wage employment
Plus those outside the formal sector. 'his is not to suggest
that all the surplus labour is absorbed. There are still high
rates of real unemployment in Zimbabwe‘s urban areas. The
informal sector frequently sustains the unemployed in a variety

of ways, since welfare services are limited.

SOURCES OF FUNDS IN INFORMAL. FINANCIAL MORKETS

As stated earlier, operators in the informal tinancial sector are

generally 1ndividuals. This applies :co both borrowers and
lenders. The bulk of the funds are alsco generated within thig
sector by the same i1ndividuals. In order to fully understand and

apprecrate the operations of informal financial markets, 1t 1is
imperative to have a full grasp of the sources of funds or how

surplus, that is made available to barrcwers is mobilised.

This paper cannot claim to provide adequate coverage of the
sources of funds and how Surplusés are generated. This is an
area that reguires rigorous research. as there i1s hardly any
information dochented and some of the aoperatars in these markets

are reluctant to divulge intormation.

This paper 1is therefore oniy able to provide a rough picture of

the set up.
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In urban informal financial markets, lenders are diverse in their
backgrounds and the economict activities they‘ engage iq.<
Generally, lenﬁers’ére-involved in the informal sector or in the
farmal business sector.  They are:people engaged in activities
which have a regular in flow of cash and not a periodic oné 1iké
wage-earners. L.enders' econamic activities often provide them
with cash at times when wage éarners are experiencing cash
problems. Such'lendefs include marketeers, people involved in
the sale of crafts, smiths,<sel¥—emp1099d mechanics, beer sales
(populafly kno@n as shabeens) those who travel to neighbouring
countries such as Botswana and South Africa and thosel whb
purcﬁase commodities for resale in Zimbabwe at higher pricesétc.
A point of interest. Credit funds used on the purchase of beer
aﬁd cigarettes represent quite a large proportion of the total

loan funde circulating in the informal financisl! sector.

The major.ty of money lenders in informal markets do not own-
large sums. b#‘money. What 1s mare impaortant 1s tnat they have
maney at tne right time, i.e when everybody else is having cash-
flow prabiems. This 15 why there are very few wage employees
involved in maoney lending. |
Note that some wage earners who are actually paid on a moqthly
basis atre big money lenders. One cammon feature among them'ié
that in addition to their regular Jobs, they are also engaged'iﬁ'
income earning activities in the informal sector. They thus have

a supplementary income which comes on a reqular bhasis.
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Another type of lender is that who is also involved in ROSCAs'.
This is however, a very small proportion but of some interést and
relevance. Although they lend an a very small scale, they have

the potential to expand.

Members of ROSCA’'s are periodic money lenders. Those caoncerned
normally lend out during periods of their payout. Instead of
using their 1umbsum for the purchase of capital or any other
items, they lend 1t out so that 1t can generate maore maoney.
Interest earned is either used in the same manner as other ROSCA
funds or is again lent out. In this case, participating in
ROSCA s provides an opportunity for individuals to mobilise tunds
for informal credit schemes. This is contrary to the popular
view that in+formal markets do not have facilities to mobilise
funds. Because the informal markets generate their own funds,
both credit and savings markets are 1nter—linked. The credit
aspect of one party 1e thne reciprocal of the other. Mobillisation
o; funds is thus part and parcel of processes operating within
the informal financial markets. 1t appears that the conclusion
that in+o?mal markets do not mobilise funds was reached in the
absence of a sound database.

From the little evidence found in Zimbabwe's i1nformal sec tor,
exigting informal financial markets act as intermediaries for
mobilising funds. This is a characteristics that, to a large

extent, explains their sustalinability.
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SUMMARY AND CONCLUSION

This paper~ has attempted to give an overview ‘of Zimbabwe’'s
informal +imancial sector. It has examined both the rural and
urban mark=ts. Although they are markets that both cater for the
lower income groups, they each display different characteristics. -
Rural informal markets tend to operate an a non commetrcial basis.
Money lenders lend to friends and relatives at zero or negative -
interest rates. A verbal.promise_is frequently accepted as
collateral. Confidence, trust. and mutuality are the bases on
which the lending  and borrowing relationships are estanlished.

A persons image or reputation 1s very important. .

ROSCAs invaolve friends, relatives and people in regular contact.
In fact, kinship networks find expression in them. Contractual

saving is the prime mover ot these assoclations.

One of the major differences between urban and rural informalu
financial markets is that urban markets are generally highly. .

commercialised, except with groups such as ROS(.As and savings

clubs. Money lenders charge relatively high interests and are.

often strict with their recovery technigues.

They generéte surplus funds which they redistribute in their
communities in the +form of credit. fhe bulk of these surplus
funds are mobilised from the intormal sector. Financilial self-
reliance in this sector is at a nhigh level and i1t has been to a
large extend responﬁj?le for the sustainability of the system.

ANy attempt at improving the efficiency of the operation of these
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markets should start with or pay more attention to the generation

‘and mobilisation of funds particulatrly by women whose involvement
in the formal sector 1is very low. Such an attempt should
however, ensure that the Fflexibility and informality which
characterise these markets are maintained so that they can
respond tao the needs and circumstances of the poor. Numeroué
informal financial systems have Dbeen sustainable because
operators have more control over them; there are no rigidities
in operations; people invdtved are familiar with eacH others
conditions so that they make facilities available at the right
time and within the shortest time possible. Being able to
respond expressly to the pressing needs of the poor i1s key to the
success of informal finance. The informal financial sector. can
be supported and macde more.efficient by the formal sector only

if the above factore are taken 1Into consideration.
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