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ABSTRACT

This study provides preliminary testing of the conven-
tional economic idea of lack of cash surplus savings and credit
in the ruralyareas of most less developed countries. The test-
ing is conducted through investigation of the variety, sources,
and magnitude of savings and credit that exist within the in-
digenous rural savings and credit system of one rural area--
Ugwashi~Uku in Nigeria.

Evidence from the investigation suggests the existence
of a significant cash surplus.savings capacity in the rural
area under study, and the functioning of a well-structured,
sophisticated indigenous rural capital market channelling
these savings and disbursing credit in the rural area.

The important policy issue examined is how to effectively
mobilize--at an aggregate level--the available savings for

significant rural investment purposes. In this regard, the



study explores alternative ways of combining the indigenous
system with some formal mechanisms such as interest rate

policies for the performance of the above functions.
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NOTE: Two Nigerian currencies have been mentioned in this

thesis. They are the Naira ¥ and the Pound f

£1 = m2

At the current rate of exchange, ¥l = $1.60.
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CHAPTER ONE

INTRODUCTION: AIMS OF THE STUDY AND BACKGROUND
INFORMATION ON THE STUDY AREA

Traditional development literature has often times
stressed the limited voluntary cash savings capacities ob-
servable among rural people in the developing world, and the
concomitant unavailability of credit to these people for
carrying out their activities--particularly investment.
Typically, the savings capacities of rural people has been
regarded as being constrained by low incomes, and/or lack
of sophistication regarding savings matters, while the entre-
preneurial classes have been looked upon as the important
savers in less developed countries. In this wvein, W. Arthur
Lewis argued in his well-known essay, "Economic Development
with Unlimited Supplies of Labour," that the profit making
entrepreneurs are the significant savers in society, and that
landlords, wage earning peasants and the salaried middle
classes contribute relatively little. Moreover, as Kelley
and Williamson rephrase it ("Household Savings Behaviour in
the Developing Economies: The Indonesian Case"), the saving
of these nonentrepreneurial classes are typically channeled

into relatively unproductive investment.

10
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Ijose and Abaelu in their paper, "Institutional Credit
for Smallholder Farmers. A Case Study of the Western Niger-
ian Agricultural Credit Corporation," state this view quite
explicitly for the Nigerian case:

Low per capita income is a well-known char-
acteristic of the underdeveloped regions of
the world. In the Western State of Nigeria
per capita income is estimated to be less
than # 40 per annum. Given such a low level
of income, the ability of the individual to
save towards an increased level of consump-
tion in the future is greatly limited. This
is particularly true of the agricultural seg-
ment of the population. Among the farm group,
per capita income is considerably less than
in the state average, implying an even more
limited capacity to save. (p. 1)

These views have held such wide currency among economic
and financial planners, as well as government officials, in
many parts of the developing world--of which Nigeria is a
typical example--that most attempts to bring credit within
the reach of all rural peoples have begun with no serious con-
sideration of what potential might lie within the rural com-
munity in question in terms of savings, but have concentrated
solely on the mechanics of establishing external and alien
credit/savings sources within the community. Within the Niger-
ian context, many such attempts including the long-established
cooperative movement have for various reasons (some of which
have been explored in the literature; see Ijose and Abaelu,
Ugoh, Osuntogun) not been too successful. Nevertheless, at-

tention continues to be focused by academics and the govern-

ment largely on formal institutional savings and credit sources.
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More recently, research carried out in various rural
communities in the developing world seems to indicate that
contrary to the widely held belief of limited cash savings
capacities, and lack of adequate number of savings and credit
sources, some rural communities appear to exhibit substantial
savings capacities, a wide variety of credit sources, and
relatively little influence of the village moneylender. How-
ever, other constraints--some differing on a country-by-country
basis--appear to exist on the mobilization and channelling of
these funds in the directions that government planners might
deem appropriate. 1In a study of two rural areas in Zambia,
"The Role of Money in the Development of Farming in the Mumbwa
and Katete Areas of Zambia," Roberts, convinced that the use
of external finance and credit was not effective in getting
farmers to adopt innovative farming methods, set out to explore
the availability of local finance. He concluded that "the
cultivators, as a whole, possess monetary resources which,
if invested in farming, might be expected to bring about
worthwhile increases in production.” (p. 243) Furthermore,
he goes on, "As a result of these findings, it is now possible
to state that in the two areas studied, considerably more re-
liance can be placed upon 1ocai sources of finance for farm
development, at the village level, than has been done in the
past." (p. 244) This and other country studies on Korea and
Taiwan thus challenge the universality often times attributed

to the 1limited cash savings capacity and limited availability



13
of alternative forms of credit, and serve to point out that
the problems of rural savings and credit may lie in directions

other than their non-availability.

Study Objectives

This study is a preliminary investigation of the ideas
of lack of cash surplus savings capacities and credit avail-
ability in the context of one rural area in the Bendel State
of Nigeria. It is thus a case study, generalizable only to
the extent that the prevailing savings/credit characteristics
in this rural area prevail elsewhere in the state and country.
Specifically, the study will investigate the variety, sources,
and magnitude of savings and credit that exist within the
indigénous rural savings and credit system in a bid to provide
suggestive evidence on the existence of a sophisticated,well-
structured rural capital market and on a substantial cash sur-
plus savings capacity within the rural community. In addition,
inquiries will be made into the issue of the possible existence
of differential access to indigenous credit sources within the
rural community under study.

The case study will be useful in a) adding further evi-
dence to the growing body of knowledge that challenges conven-
tional notions of savings and credit activities in rural areas,
and b) highlighting the significance of this evidence for de-

velopment activities in the rural areas.
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Most of the information that will be used in this study
was obtained in personal interviews conducted by the author
in the area of study over a period of eight weeks. The exact
nature of the data will be dealt with in more detail in a
later chapter. (For the set of interview questions, see Ap-
pendix A.)

The thesis consists of five chapters. Chapter One has
already begun with introductory remarks on the study. It will
continue with relevant background information on Ogwashi-Uku,
the study area. Chapter Two will consist of a summary of lit-
erature and ideas pertinent to the study. In Chapter Three,
the descriptive aspects of indigenous rural credit--savings
systems, i.e. credit sources, activiﬁies and characteristics--
will be dealt with. Chapter Four will be analytical--setting
forth the hypotheses propounded by the author on possible
determinants of participation in rural credit activities.
Results that substantiate, disprove or shed no light on the
hypotheses will be given here and possible reasons for non-
substantiation where it does occur will be discussed. In
Chapter Five the results from Chapters Three and Four will be
pulled together, and conclusions drawn from the results. Any
policy recommendations suggested by the results will be set

forth here.
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Relevant Background Information on the Study Area

In this section of the discussion, general information
on the development of Ogwashi-Uku will be presented. However,
several important characteristics of social and economic life
in the community relevant to future discussion in the study
will be stressed, such as characteristics of the land tenure
system, the importance of certain food crops, and the divi-
sion of labor between men and women.

Ogwashi-Uku, a sprawling rural town comprised of nine
villages, is located in the Ibo speaking areas of the Bendel
State of Nigeria. Maps 1-1 and 1-2 place it in context of
the other Ibo speaking areas of the state, and in relation to
Nigeria as a whole. As of the present (1977), the town's
population is estimated at slightly over 20,000.

Since pre-independence times, Ogwashi-Uku has been the
divisional headquarters of Asaba division--this in a politico-
administrative system comprised of states, provinces, and
divisions, or as is now commonly popular in Nigeria, local
government areas. Even though a local administrative center
for so long, Ogwashi-Uku had virtually no modern amenities--
light, water and secondary schools--until the 1970s. It re-
mained largely unmodernized and neglected both because it was
overshadowed by Asaba, an attractive market town on the banks
of the River Niger only 13 miles away, and also because some

of the most important politicians of the day were all natives
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of Asaba and consequently paid more attention to its develop-

ment within the division.

As has been noted, Ogwashi-Uku has been and remains

largely a rural town. The main activity of the inhabitants

is farming, with 75 percent of all farmers holding between

0.5 and 5 acres of land. There are no major cash crops

grown in the town and most farmers remain subsistence farm-

ers practicing non-mechanized agriculture. Wild palmfruits

are, however, processed into oil for

extra income. The major

crops are yams, cassava, and maize, grown mostly by men,

with yams being considered the most prestigious crop (probably

because of the amount of work and energy involved in planting

and tending the crop, the income it brings in, and the fact

that it is the central food item in the area). The importance

of yam is particularly noteworthy for the discussion in Chap-

ters Three and Four, since yam is used as the major measure

of family income in the analysis on determinants of access to

credit in the indigenous rural savings and credit system.

Recently (Summer 1977) cassava may be fetching a substantial

amount of money, because of increased demand for processed

cassava in urban areas, but it still
tige of yam. Okro, pumpkin, peppers
be interplanted with the major crops

be planted by the women in vegetable

does not have the pres-
and other wvegetables may
on the farms, or they may

gardens along with coco-

yvams. Farming is mainly a male activity in this Western Ibo

area, while women concentrate on food processing and petty
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trading. Any food crops left over after consumption needs
have been taken care of are sold off in the market. Ogwashi-
Uku has a well-monetized economy stretching as far back as
pre-colonial times when cowry shells were used as currency.
Although barter exchange still exists to some extent between
friends and family, the bulk of exchange involves money. It
is well linked economically to other towns in the area, pos-
sesses a big market (meeting every four days), and big trucks
from the commércial towns of Onitsha across the Niger and
Benin usually come to pick up the extra agricultural produce
for sale in the urban towns around.

Land is held communally in each village in the sense
that no man can sell off his piece of land without consulting
with the village elders, though he may sell crops on the land
while still unharvested. Each man, widowed or divorced woman
can obtain any given piece of land not already taken up by
someone else to farm, for as long as he or she wants. This
land then becomes the person's and their children's property
for as long as they farm it. There is still abundant land in
the community, so that extensive rather than intensive farming
takes place. The land situation is changing somewhat. As
the community is expanding, more and more land is being used
for home-building and farming too. Land is becoming an impor-
tant commodity, as is demonstrated by several factors. 1In the
early 1950s, when rural migrants from land-scarce areas in the

east of the Niger appeared in Ogwashi-Uku, they were given
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pieces of land free to farm on. More migrants were attracted,
and recently these migrants are being charged 'one shot' land
rents of about N50-N100, depending on the size of the land,
for as long as they farm this land. It appears that land for
building is even being sold to Ogwashi-Uku sons and daughters
themselves at about the rates mentioned above, depending on
plot size. All such money collected goes to the éommunal cof-
fers controlled by the village elders, and is put to general
uses pertaining to the village or town; for example, construct-
ing a new building for the village school, or fighting a court
case over land with another town. The recent building of new
government offices in the town, and the presence of government
workers, has also contributed to the new pressure on land.
Although the situ;tion is by no means critical--as previously
mentioned, there is still surplus land--it may become so in
the future as population expands and new activities move into
the area.

The issue of land tenure is again important for the
study because, as shall become evident in Chapter Three, the
land tenure system precludes use of land as collateral for
credit, thereby leading to the demand for human collateral in
the person of the 'surety' or guarantor (a trusted, hard work-
ing, well-to-do person who guarantees a loan for another per-

son) .
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Modernization in various forms has come very quickly
to Ogwashi-Uku in the last seven years, with schools (there
is at least one primary school in each village énd three sec-
ondary schools the town over), electricity, running water,
a government secretariat, including branches of government
ministries which were not previously in the area, e.g. the
- Ministry of Works and Transport. Also, a bank and a good sys-
tem of roads connecting the town to major centers. A post
office and a government cooperative credit society had previ-
ously existed in the area, although the cooperative's activi-
ties had been practically non-existent until given a new
lease of life very recently by the government. A new phenom-
enon that has arisen with the greater presence of government
offices in the area is the tendency for some farmers to hold
a second job as nightwatchmen or messengérs in these offices.
Thus, they find another way of augmenting their cash income,
thereby finding relative income security. Younger, educated
men and women in the area have also found jobs as clerks, sec-
retaries, banktellers, teachers, drivers, etc. People appear
to be more affluént now than ever before due to spread effects
of the national o0il boom. The pumping of money into the econ-
omy by the government has led to inflationary trends, includ-
ing increases in food prices. For the first time in Nigerian
economic history, these trends may be leading to an improve-
ment in the rural people's economic position in both absolute

and relative terms, although such improvements are as yet
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unquantifiable by the author and may in the long run appear
illusionary. For now, however, the affluence in the rural
town is evidenced by the fast replacement of thatched roofs
with the more expensive and more prestigious zinc roofs, and
the gradual replacement of mud bricks with cement and sand
bricks in the houses.

One last issue of interest is education for one's chil-
dren, which has been sought as a highly desirable commodity,
because of its image as the definitive way up the ladder from
poverty and uncertainty of income. A good number of people
invest heavily in their children's education, as shall be
seen in Chapter Three when participation in indigenous savings
and credit societies in the Ogwashi-Uku area is discussed.
Investment in education is one of the prime reasons for par-
ticipation in the above financial activities, and it is an
important competitor for borrowed funds.

In conclusion, Ogwashi-Uku is, for the most part, a tra-
ditional rural community undergoing change and adaptation.
Several aspects of the community's characteristics, such as
land tenure systems, major crop planted, and parents' high
educational aspirations for their children, will be very rele-
vant in later discussions on operations of the indigenous
rural credit and savings market and the uses of funds in this

market.



CHAPTER TWO

THOUGHTS AND VIEWPOINTS ON SAVINGS AND CREDIT
ACTIVITIES IN LESS DEVELOPED COUNTRIES

One of the problems of dealing with the issue of in-
digenous rural savings and credit in this study is that there
is no systematic body of theory on the issue to which one may
refer. This literature review is therefore not going to be
a conventional one in the sense of summarizing a given body
of theory. What will be attempted is rather a drawing together
of all thoughts and viewpoints bearing on the issues with which
this study will be concerned. Thus, conventional economists'
views on savings and savings capacities as they relate to the
study in general will be discussed. The literature on exter-
nal or formal credit sources will also be referred to, and
finally, the interesting points and highlights of studies on

indigenous rural savings and credit systems will be summarized.

Conventional Economics and the Savings Issue

Voluntary Savings in the Whole Economy

Considerations of savings have been so important in the
writing and thinking of development economists because of the
importance of savings, together with the capital formation it

makes possible, as a driving force in the growth and develop-

23
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ment process. There exists a whole body of literature on the
growth and development process and the role of savings within
this process. 1In this literature survey, the intent will not
be to review this entire body of literature. Such a review,
though interesting and important in itself, falls outside the
scope of this study. Rather, there will be a fairly narrow
focus on the savings issue because of its importance (as com-
pared to other issues of growth and development) to this study
of rural savings and credit in Nigeria.

Essentially, for most development economists,

The main purpose of economic development is
to build capital equipment on a sufficient
scale to increase productivity in agricul-
ture, mining, plantations and industry.
Capital is also required to construct schools,
hospitals, roads, railways, etc. This is
possible only if there is a rapid rate of
capital formation in the country, that is,
if a smaller proportion of the community's
current income or output is devoted to con-
sumption, and the rest is saved and invested
in capital equipment. (M. L. Jhinghan, The
Economics of Development and Planning, 1976,
p. 202.)

The rate of capital formation depends in turn on three aspects
of savings. These are the availability of savings itself, the
institutions for mobilizing these savings, and the investment
of these savings. (p. 203)

As regards today's developing countries, many conventional
economists have argued that the three aspects of savings are
weak or non-existent, hence the lack of capital formation. The
focus of the argument has been more on the lack of savings in

less developed countries. Low per capita income levels, and
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high marginal propensities to consume out of income are said
to inhibit savings in most LDCs. Typically, the developing
countries are regarded as being caught in a vicious circle of
poverty out of which it is rather difficult to break. Ragner
Nurkse summarizes the situation aptly, and the author quotes
him extensively. He describes the vicious circle as implying

a circular constellation of forces tending
to act and react upon one another in such
a way as to keep a poor country in a state
of poverty.

He notes that

perhaps the most important circular relation-
ships of this kind are those that afflict the
accumulation of capital in economically back-
ward countries.

Moreover, he continues, there is a supply and demand side to
this problem.

The supply of capital is governed by the abil-
ity and willingness to save, the demand for
capital is governed by the incentives to in-
vest. A circular relationship exists on both
sides of the problem of capital formation in
the poverty ridden areas of the world.

On the supply side, there is the small capa-
city to save, resulting from the low level of
real income. The low level of real income is
a reflection of low productivity, which in its
turn is due largely to the lack of capital.

The lack of capital is a result of the small
capacity to save, and so the circle is complete.

On the demand side, the inducement to invest
may be low because of the small buying power of
the people, which is due to low productivity.
The low level of productivity however is a re-
sult of the small amount of capital used in pro-
duction, which in its turn may be caused at
least partly by the small inducement to invest.
(Problems of Capital Formation in Underdeveloped
Countries, pp. 4-5.) —-
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For purposes of this paper, the supply side of the
problem will be more relevant. Nurkse himself and later
Prebisch further stressed the importance of relative consump-
tion patterns at both a national and international level.

That is, even if per capita incomes were to be increasing,
savings might not increase by much if at all, because poor
nations and the poorer people within these nations would be
subject to the demonstration effects of superior consumption
patterns of richer nations and richer people within individual
.nations. With high marginal propensities to consume sharpened
by the demonstration effect, there would be few savings in
poor nations. Thus, the demonstration effect of rich on poor
would also lead to low savings levels even given increasing
incomes.

Oon the other hand, Sir W. Arthur Lewis, another influen-
tial development economist, while subscribing like most of his
colleagues to the poverty thesis in general, and the vicious
circle in particular, stressed that the overriding factor is
not so much poverty, as that the capitalist sector in the de-
veloping economies is very small. That is, the significant
savers in society (whom, as was noted in the first chapter,
are in his opinion the profit making entrepreneurs) are few
in number in LDSs, thus resulting in a low level of savings.

A few conventional economists have, however, since the
late 1960s and early 1970s, espoused other views on savings

availability in LDCs, and the importance of savings in the
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development process. For some, it is not so much that LDC
people have no savings, as that whatever savings there are,
are invested in non-financial assets, thereby rendering them
unavailable for capital formation. For example, Basch, in

his A Pragmatic Approach to Development (1970), notes that

"even now in a number of LDCs, savings take the form of buy-
ing gold, silver, jewelry, constructing costly residential
houses, investing in land, and acquiring stocks of commodities
for speculation." (p. 73) 1In this view, then, savings still
remain a central factor in the development process.k However,
the main problem is that there are no cash savings for invest-
ment purposes.

Other economists like Bauer disagree with the vicious
circle thesis and its influence on savings in LDCs. Bauer
even goes so far as to question the idea of savings as a de-
terminant of material progress. 1In his book, Dissent on Devel-
opment (1971), he argues that the vicious circle thesis, for
instance, is "demonstrably invalid in that it is conclusively
refuted by obvious empirical evidence." (p. 34) Bauer cites
such empirical evidence as the rapid economic advance of many
poor countries in recent decades, demonstrated by increases
in Gross National Product and exports. (pp. 34-35) For Bauér,
poverty and therefore the low or non-existent savings levels
which it is supposed to cause are not even the primary deter-

minants of material progress. In his opinion,
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economic achievement and progress depend largely
on human aptitudes and attitudes, on social and
political institutions and arrangements which
derive from these, on historical experience, and
to a lesser extent on external contacts, market
opportunities and on natural resources. (p. 41)
Despite such dissenting opinions as Bauer's, the cen-
tral ideas espoused by many of the conventional economists on
savings in less developed countries continue to have great
impact for policy proposals and policy measures in most of
these countries, and great appeal abroad, as is demonstrated

by sometimes heavy influxes of foreign capital into LDCs.

Views on Rural Savings

In considering, in particular, savings in the rural sec-
tor, conventional views have been even more pessimistic. Pea-
sants have typically been thought of as the least promising
savers in LDCs, possessing little or no significant savings
capacities because of incomes generally lower, and marginal
propensities to consume generally higher than the average for
people in other sectors of the economy. Buchanan and Ellis
typify the pessimistic attitude on peasant savings. They note
that "Throughout the economically underdeveloped world, with
only rare exceptions, the typical peasant, fellah, coolie, or

peon saves little or nothing." (Approaches to Economic Develop-

ment, p. 301) Consequent on what was regarded as the absence
of any significant rural savings capacities, the rural popula-
tion was also regarded as credit starved. Nigeria presents a

good example of conventional thinking on rural savings and
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credit. In this country, the bulk of the rural sector con-
sisting of food crop farmers were regarded as being too poor
to save at all or significantly. Thus, even till today, the
above belief is underscored by the lack of any modern savings
institutions in many rural areas. The only effort at savings
mobilization has come about incidentally, and it has usually
been among cash crop farmers in the rural areas. Typically,
the use of marketing boards as involuntary means of taxation
to help stabilize cash crop prices has resulted in enormous
amounts of savings being generated through these cash crop
farmers. The bulk of such savings have usually not been

reinvested in agricultural enterprises.

Stress on External Credit Systems

What has emerged from the convictions of many planners
and economists regarding savings in the rural areas had led
to a tendency to ignore the question of savings in such areas.
It has also led to a concentration on the provision of credit--
this latter being most popular with governmental and interna-
tional agencies today. Such credit programs are usually jus-
tified on the grounds that since no savings, and hence no
credit, exists in the rural areas, and since credit is required
to enable farmers to adopt new farming techniques and innova-
tions, credit should be pumped into the rural community to
facilitate improvement in agricultural practices and increase

farmer incomes.
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Following the adoption of this view by governments and
lending agencies, many programs were set up, some of them in-
discriminately, resulting in benefits going to only influential
or well-to-do farmers in the rural community. One example of
this is a government cooperative credit system in Ogwashi-Uku,
which has failed to reach the majority of farmers with the
credit that was intended for their use. Due to the concentra-
tion on credit programs, most of the literature to be found
today on rural credit deals with the introduction of these
external credit systems into rural communities, their charac-
teristics, successes and failures. Thus, in one of the most
extensive surveys yet to be undertaken on the subject of rural
credit in LDCs--the AID (Agency for International Development)
Spring Review on Small Farmer Credit, 1973--the majority of
the Review v&lumes are devoted to consideration of institutional
credit systems, though informal systems are also discussed.
Similarly, in one of the more recent discussions on agricultural

credit, Uma Lele's The Design of Rural Development, the focus

is on institutional credit, though again indigenous rural credit
systems are briefly considered. One of the facts that has
emerged from the writings on institutional credit, be it gov-
ernment or international agency inspired, is that in many cases
such systems as have been set up have not met with much success,
given the goals that had been set up for them. In some cases
where the objective had been to reach the poorer farmers with

the credit, credit has gone to more well-off farmers. In
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other cases, high default rates, mismanagement of funds, lack
of proper administrative personnel, or even excessive red
tape have led to the folding up of programs. Finally, in
various cases where it was thought that provision of credit
would facilitate adoption of innovative practices, such adop-
tion has not been forthcoming (e.g., see Roberts, 1972, the
first chapter). In short, there has been a mixed experience
with credit programs, with a few of the programs working out
successfully, and others failing.

The above experiences have in recent times turned the
attention of those concerned with rural credit to the design
component of these external credit programs, and the assump-
tions underlying the setting up of the programs. According
to Uma Lele,

Few baseline surveys have been conducted in
designing rural development programs prior
to establishment of a credit service. Con-
sequently, little hard information is avail-
able to program planners on the target popu-
lation's savings propensities or the sources
from which it obtains credit. Since incomes
are very low and savings potential appears
to be very small, the credit component in
almost all the development programs reviewed
have been based on the assumption that seas-
onal credit is one of the major constraints

to rural development. (The Design of Rural
Development, 1975, pp. 82-83.)

She goes on to cite the fact that several recent studies now
show that substantial savings capacities may indeed exist in
rural areas contrary to the common assumptions on which rural

credit programs have been built. It is to this literature
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that deals with these indigenous rural capital markets that

the discussion now turns.

Views on Indigenous Rural Credit

Prior to the economists' and agricultural credit spe-
~cialists' recent interest in and analysis of indigenous rural
capital markets, anthropologists and sociologists had been
for years exploring this area using case studies (e.g., see
Ardener, 1953, 1962; Bascom, 1952; Firth and Yamey, 1964;
Geertz, 1962). The work of these social scientists revealed
the fact that a rich and varied capital market exists at the
rural level in developing countries. They revealed the exis-
tence of rotating credit associations (commonly known as esusu,
huis, arisan, depending on the part of the world), and the
important savings functions performed on behalf of members

of the rural community by these societies. They also showed
that an active credit market involving these societies as
well as relatives, friends, and money lenders flourished in
the rural areas. Research findings on the capital markets,
especially the rotating credit association component in dif-
ferent rural areas, pointed out remarkable similarities in
organization and structure of these markets the world over,
although varying degrees of sophistication existed from area
to area. Anthropologists and sociologists also found rotat-
ing credit associations playing an important social and cul-
tural role in most of the rural societies, and it was to this
latter that many of them turned their attention and research

efforts.
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Rotating credit societies and 'safes' will be a central
focus of discussion in Chapter Three; therefore, it is worth
exploring some of the general findings on these associations
in the literature. Geertz in his 1962 article on rotating
credit societies gives the most general yet succinct descrip-
tion of these societies:

The basic principle upon which the rotating
credit association is founded is everywhere
the same: a lump sum fund composed of fixed
contributions from each member of the asso-
ciation is distributed, at fixed intervals

and as a whole, to each member of the asso-
ciation in turn. Thus, if there are ten
members of the association and if the asso-
ciation meets weekly, and if the weekly con-
tributions from each member is one dollar,
then each week over a ten week period a dif-
ferent member will receive ten dollars (i.e.
counting his own contribution). If interest
payments are calculated, by one mechanism or
another, as part of the system, the numerical
simplicity is destroyed, but the essential
principle of rotating access to a continually
reconstituted capital fund remains intact.
Whether the fund is in kind or in cash; whether
the order members receive the fund is fixed
by lot or by agreement, or by bidding; whether
the time period over which the society runs

is many years or a few weeks; whether the sums
involved are minute or rather large; whether
the members are few or many; and whether the
association is composed of urban traders or
rural peasants, of men or women, the general
structure of the institution is constant.
("The Rotating Credit Association: A 'Middle
Rung' in Development," 1962, p. 243.)

One interesting question concerning these rotating
credit societies is, What motivates people to join them? What
exact role do they play in rural life? Different authors ap-

proach the above questions from different angles. Some view
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the existence of such associations from mainly social perspec-
tives, i.e., in funerals and marriages, as a money gathering
agent, as in the case of the Maori in New Zealand (see Joan
Metge, 1964). Others view the associations from primarily
an economic perspective. For Geertz, the rotating credit as-
sociation

will be seen, in fact, to be an 'intermediate'

institution growing up within peasant social

structure to harmonize agrarian economic pat-

terns with commercial ones, to act as a bridge

between peasant and trader attitudes toward

money and its uses. The rotating credit asso-

ciation is thus an institution...which fits

into community patterns and yet aimg at planned

and 'goal directed' savings. (p. 242)
Dale Adams (1973) also stresses the economic nature of these
associations. He notes that "although not extensively docu-
mented in the literature, it is likely that informal systems
of savings handle very large volumes of resources in LDCs."
("Case for Voluntary Savings Mobilization," p. 4) He regards
the rotating credit association as one of the informal systems
handling these resources, performing both savings and credit
functions, and thus more highly financially integrated than
any of the other informal systems. Finally, Zuckerman (1977)
stresses that farmers have a cash management problem. The
small amounts of cash trickling in throughout the year, if
held at home, would be dissipated quickly on petty expenses,
and thus be unavailable for any important lump sum expense.

Since the marginal utility of a lump sum appears to be higher

for these rural people than that of small petty cash, they use
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the rotating credit association as a way of storing the
petty cash they get, so as to eventually get back a lump sum.
In his study in the western part of Nigeria, Zuckerman found
that sometimes farmers were even willing to pay to have this
cash management function performed for them through means

of such associations.

Though it appears that rotating credit associations
may handle a substantial volume of cash, the evidence on the
magnitude of these finances is as yet scanty. What evidence
there is, however, on these associations and on rural transac-
tions in general, indicates, as has already been noted, that
there may be more of a savings capacity in the rural areas
than would have been imagined given the writings of many con-
ventional economists--such savings capacities existing des-
pite relatively low per capita incomes. Uma Lele (1975)
cites a review of smallholder credit in Kenya done by Von
Pischke, in which he talks about the totally unanticipated
(by credit officials in Nairobi) deposits of KSh 15 million
by 1973, just three years after the rural banks had initiated
the cooperative Thrift Scheme.

More evidence comes from a study of rural credit in
Taiwan conducted by Dale Adams, H. Y. Chen, and C. Y. Hsu
(1973), in which they note that

the size and importance of huis (savings-credit
associations) in rural Taiwan provide additional
evidence that rural credit requirements as well

as savings capacities are considerable and that
informal systems of credit-savings may provide
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a valuable service in helping to mobilize and
channel a part of these savings capacities.
("Rural Capital Markets and Small Farmers in
Taiwan 1952-1972," p. 22.)
Yet other evidence on the magnitude of rural transactions
comes from studies in Korea already cited in the
first chapter. Thus, though there may be a general trend of
the income-savings relationship in the direction postulated
by the conventional economists, evidence has come to light
that considerably weakens their assertions on rural savings
capacities. Not only is the latter higher than postulated,
but rural marginal propensities to save appear to be guite
significant.

As may have been gathered from the preceding discussion,
as well as the savings activities, a good number of credit
transactions take place in the rural areas proving the exis-
tence of an active capital market in some form. At the center
of this market in some rural areas, and funnelling a good deal
of credit, is the rotating credit association in a slightly
more sophisticated form. Other credit sources as previously
mentioned are relatives, friends, and moneylenders. Despite
the broad similarities that exist in these credit markets,
it would be difficult to provide a general summary of findings
on this issue here, because of variations in detail from area
to area. One common characteristic that has, however, been
of interest to economists and that will be of interest to us
in the following chapter is the interest rate structure in

rural credit markets.
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Interest rates in these markets appear to be univer-
sally high with ranges of from 20% or below per annum to as
high as 300%. Average rates of 110% are common in some places,
while the average rate of 30-35% per annum is often quoted for
rural interest rates in LDCs as a whole (see U. Tun Wai, 1957).
Scholars of the subject state that though these rates are high,
loans of a similar size, duration and risk iﬁ developed coun-
tries also bear relatively high rates. According to Millérd
Long (1968), the types of loans in developed countries most
analogous to rural loans in developing countries are the loans
made by consumer finance companies which usually bear a rate
of about 24% per annum. Both types of loans are small in size,
of short duration, are usually unsecured, and appear expen-
sive to administer. The high interest rates on rural loans
in LDCs have long been attacked as representing the presence
of a monopolized credit market. Long and Bottomley (1963,
1964) point out that though some monopoly profits may exist
as a component of the high interest charges, it is by no means
certain that this component is chiefly responsible for the high
interest rates found in LDCs. Interest rate charges usually
have several components; an opportunity cost component, i.e.,
considerations of returns to alternative investments, admini-
strative cost component--costs of funnelling and keeping track
of loans and interest payments--and a risk component, i.e.,
arising from a high default rate. According to these writers,

it appears that some, if not all, of these costs of loaning
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funds are guite high in rural areas in LDCs, so that the in-
terest charges may do no more than cover costs. Therefore,
the indigenous lenders may be acting according to the reali-
ties of the market in which they operate. Bottomley concludes
in his discussion that the only way to get a reduction in in-
terest charges in rural areas is through general economic
development, that is, an increase in the rural people's pro-
ductivity. Only when the rate of farmers' output, for instance,
increases, will many of the costs (e.g. risk) of providing
credit in the indigenous credit market disappear. In the
next chapter, the applicability of some of the concepts to

this particular case study will be reviewed.

Conclusion

In this chapter, an attempt has been made to review
some of the important issues and assertions concerning savings
and credit in general, and rural savings and credit in partic-
ular, in developing countries. The conventional views on the
above subject have been outlined. It has been argued that
though the general trend of the conventional views may be ten-
able, these views do not hold as strongly as had been presumed,
when reviewed in the light of new evidence coming up from
studies of rural areas in LDCs. Studies have been cited that
demonstrate that a strong indigenous capital market exists
at the rural level in LDCs with substantial numbers of savings

and credit transactions taking place. 1In the light of this
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new evidence, it would appear that not only can the conven-
tional assertions be questioned, but the tendency to set up
rural credit programs sometimes indiscriminately in rural
areas, without regard as to the existing credit-savings situ-
ation or the appropriate target population, may have to be
examined on a case-by-case basis to avoid failure. This is
necessary since the problem in many rural communities may not,
as has been repeatedly stated, be the availability of savings,
nor the lack of credit sources (at least in a short-run sense),
but may be the lack of a means for mobilizing these savings
on a large enough scale for meaningful productive-type invest-
ment, at least at a communal level. There may also exist,
at least at the individual level, a general lack of incentives
to plough available savings and credit into desired 'planners'
investment. As regards institutional credit sources, the argu-
ment is not that they are totally undesirable, but that rather,
since evidence exists on a burgeoning rural capital market
in many LDCs, what is needed is judiciousness in the setting
up of such credit programs and the careful targeting, wherever
possible, of program population.

In the next chapter, there will be an attempt to add to
the body of evidence that has already come to light on the

functioning of indigenous rural capital markets in LDCS.



CHAPTER THREE

INDIGENOUS RURAL SAVINGS AND CREDIT SYSTEMS
IN OGWASHI-UKU: A DISCUSSION

The main purpose of this chapter is to demonstrate
that a strong indigenous rural capital market exists in the
Ogwashi-Uku area of Nigeria, and that there is active com-
munity participation in this capital market. Further, that
the magnitude of amounts generated and circulating within
this system are quite substantial, thus proving the existence
in this particular rural area of a cash savings and credit
capacity much greater than one would have been led to believe
given the views of many conventional economists, as discussed
in Chapters One and Two.

In order to undertake the above demonstration, and
highlight the manner in which the amounts within the system
come into being, a description of the various components of
the indigenous rural savings and credit system will be under-
taken, as will a discussion of their structure, characteris-
tics and functions. In relation to their functions in the
rural community, it will be interesting to discuss the uses
to which the amounts available to rural people from this sys-
tem, either through savings or credit, are put. The strength

and continuity of the system in the future will also be dis-

40
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cussed, and finally, some comparisons will be made between

the indigenous system and the various components of the exter-
nal savings and credit system currently in the Ogwashi-Uku
area. But before launching the above undertaking, it will

be necessary to describe and discuss the primary data sources
on which the discussion in this chapter andkthe next is based.
This will provide the reader a context within which to assess

the findings of the study.

Data Sources and Limitations

The data for this study were collected over a period of
eight weeks spanning part of the summer and Christmas periods
of 1977, although in a sense, observation of some of the non-
numerical data has been an ongoing process with the author
since she comes from the study area.

Two types of data sets were collected. The first type
had as its unit of observation the components of the indigenous
rural credit and savings system, that is, the esusu (rotat-
ing credit association), the safes, relatives, friends, etc.
Here, through interviews with the administrative officers, and
some of the membership of the above organizations, descriptive
data were collected on organization structure, characteristics,
membership, and functions. Some of the data on the magnitude
of amounts available within the system were also collected
in this fashion, as well as through examination of organiza-
tion accounts books kept by many of the more sophisticated

esusus and safes.
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The other type of data collected had as its unit of
observation the individual participants in the rural capital
markets. Here, a semi-stratified random sample of fifty
Ogwashi-Uku men were interviewed with a view to determining
a) extent of participation in the indigenous capital market,
i.e., borrowing, lending and savings behavior; b) magnitude
of amounts saved and borrowed by individuals; c) purposes
for which loans were taken out, and uses to which lump sum
savings were puf; d) extent of participation if any in the
'external' so-called modern financial institutions; and e)
perceptions of both external and indigenous financial systems.
Data on socioeconomic characteristics of interviewees--income,
age, number of children, etc. were also collected. Specific
details can be found in the survey questionnaire in Appendix
A. While the information in the two data sets will be used
to a greater or lesser extent in Chapters Three and Four, the
set that will be most relevant in the present chapter is that
which has the components of the indigenous system as its unit
of observation. The other data set will be most relevant for
the analysis to be undertaken in Chapter Four.

It should be noted here that all the data collected on
borrowing, lending and savings behavior is strictly in cash
terms. The author did investigate 'in-kind' borrowing and
lending and found that such in-kind activity is mainly among
women, has to do with foodstuffs, and is of such short duration

that in terms of an interesting analysis of credit activities
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it yields little. Typically, in-kind borrowing involves two
neighboring women. If, for example, one woman is short of
processed cassava for cooking, she borrows from the neighbor-
ing woman in the same or a nearby compound. The lender usually
measures out the quantity desired in a bowl of a given size.
The borrower promises to return the loan either‘on the same
day, the next day, or two days hence. Such loans rarely last
longer than two days without being returned. The borrower re-
turns the exact amount lent as there are no charges on such
loans. Such reciprocity is so common among the rural people,
especially the women, that it would be stretching facts some-
what to describe this as borrowing and lending activity.

Hence the author's decision to do no further investigations

on this count. Reciprocity of labor services, which exists

to some extent, will be discussed later.

There are several limitations to the data collected that
serve as constraints on the study. Most of these limitations
concern data collected on individuals and their participation
in the indigenous capital market. The first important limita-
tion is the size of the sample interviewed. A sample of fifty
is a relatively small sample, thus limiting the extent o which
findings in the study can be generalized. However, the author
wanted as much detail as was possible in the interviews given
the time constraint, and therefore used a directed interview-
ing format to obtain the detailed information. This meant

that since the interviews were conducted almost singlehandedly,
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there had to be a trade-off between desire for numbers and
desire for in-depth information. The latter was chosen as
being of more importance for an experimental study of this
type.

A second important limitation is that the data obtained
in the directed interviews deal only with the borrowing and
lending behavior of men within the community. Women were left
out initially because the author was particularly interested
in how rural financial transactions affect farming investment
and since, as noted in the first chapter, farming is a male
activity in this area, the survey design took place with the
men in mind. Since then, the scope of the study has broadened
and shifted so that the exclusion of women's savings and credit
behavior is a ser;ous shortcoming, since women are very active
in the rural capital market. Their inclusion would have made
for a richer and broader data base. An attempt was made, how-
ever, to take women into account in assessing family income;
this was not very successful, because although women do contri-
bute substantially to family income through their petty trading
activities, many women could not quantify their contributions.
The problem was that they contributed so frequently from their
trading stock into the family's "soup pots" that it had become
routine and so no attempt on their part to quantify the contri-
butions was ever made. Given more time, perhaps some of the
women could help to quantify this activity. Because of the dif-

ficulties with the women's contributions, income calculation
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was limited to the concept of men's production.

The measure used for income in the study is very crude,
but given the lack of direct measures, this was the best that
could be constructed. The decision was made to use number of
yams planted as the basic indicator of the farmer's family
income. As has already been pointed out in Chapter One, yam
is a central food crop in the area and a prestige crop. In
the o0ld days, a man's prowess and position in society was
measured by the number of yams he planted each season. Ele-
ments of this manly pride in number of yams planted still
remain in many rural areas in Nigeria today--Ogwashi-Uku
being one of them; hence the decision to use this criterion
as the basic income measure. The number of yams planted was
converted into cash value by the average price of yams prevail-
ing at the time of the study (Summer 1977). To this base figure
was added an estimate (estimated by the farmers themselves)
of the worth of the cassava crop for each farmer. Estimates
for other crops were then added, and finally, if a farmer had
a part-time occupation, such as palm-wine tapper, messenger,
or night guard, income from this was also added to arrive at
a total family income figure.

Another set of limitations to the data involves the prob-
lem of time frames for some of the responses collected. This
will be important when considering some of the analysis in Chap-
ter Four. In particular, the responses to the gquestions on

number of times money was borrowed and lent by individuals was
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not constrained to any particular recent year as the income
was, but to a span of ten years. However, people tended to
remember more recent activity so that most of the responses
given were for the years 1974-1977, thereby bringing the time
frames closer together than would have been the case given the
phrasing of the questions. The open-ended nature of some of
the questions (again refer to Appendix A) arose from the fact
that it was felt people would feel less constrained in answer-
ing the guestions if they were not too closely restricted to

a particular time period. As it was, however, the open ended-

ness also led to the problem of mismatch in time periods.

Components of the Indigenous Rural Capital Market

In this section, a discussion of the four indigenous
rural capital market savings and credit components will be
undertaken. The four components that will be discussed are
the Esusu, Safes, Friends and Relatives, and Moneylenders.

In this discussion, an attempt will be made to touch on issues
of the organization, structure, and functioning of the compo-
nents as applicable. However, before this is undertaken, a
brief description will be given of savings and borrowing ac-
tivities as they used to be in Ogwashi-Uku in the early and
middle part of the century, and as they are at present in the
late 1970s. Table 3-1 summarizes the important aspects of the

comparison.
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SAVING & BORROWING ACTIVITY:

TABLE 3-1

Early and middle 1900s

HISTORICAL COMPARISON IN OGWASHI-UKU

Late 1970s

1. Existing savings Esusu Esusu with safe components
and credit Relatives & friends Major safe
systems Moneylenders Relatives & friends
Moneylenders
2. Nature of More 'in-kind' lending and borrowing; More cash lending and borrowing.
activity, e.g., labor reciprocity. Some cash Some 'in-kind' activity also.

whether cash
or 'in-kind'

activity also.

Interest charges
on loans

Relatively low; 0-57% per month.

Range much broader; 0-25% per
month. Average charges prob-
ably higher.

Loan terms

a) Physical collateral demand, e.g.,
sewing machine, bicycle.

b) Swearing of loan agreement before
ancestral gods.

Human collateral demanded in form
of the 'surety' or guarantor.

Recording of loan agreement on
paper by educated person.

External savings
and credit.
Sources existing
at time,

Post office savings bank

Post office savings bank
Government cooperative

Savings & credit system

Government commercial savings bank

SOURCE:

Field interviews by author.
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Casting back to the days of his youth, the oldest inter-
viewee (an eighty year old man) could remember savings and
credit transactions taking place between and among members
of the rural community. The major institution for saving
at the time was the esusu in a very unsophisticated form.
Sources of credit were relatives, friends, and moneylenders.
According to the old man, and along the lines of what would
be expected in the less monetized economy of those déys, many
credit transactions were "in-kind," involving mostly borrowing
of a cash amount, which was then paid back in kind subject,
of course, to previous agreement between the principal parties.
At other times, in-kind borrowing and lending--if it can be
so described--which existed then and still exists today to
some extent--involved labor use. Men in the villages organized
themselves into working groups, and during the clearing and
planting season rotated as a work force between one another's
farms. All the owner of the farm had to do was provide food
for the group.

Regarding loans in those early days, interest charges
were not very common, and where they existed, they were usually
not high compared with what is observed within the same community
today (about 0-5% per month compared to 0-25% per month today).
There was, however, more of a tendency to demand some kind of
physical collateral on loans. Sewing machines and iron beds
were very precious commodities then, and could be demanded as

collateral. To seal a loan transaction, and as a signal of
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willingness of the borrower to abide by the terms of a loan
agreement, there would be a little swearing ceremony before
the ancestral/community gods in which the borrower would swear
to pay back the loan at the agreed time. It was widely believed
that default on the agreement would bring down the wrath of the
godé.

In recent times, most of the above has taken on a new
face under the influence of external pressures. The credit
and savings sources remain basically the same. The esusu is
now more sophisticated as will be seen when it is described
below. A relatively new savings source now on the Ogwashi-Uku
scene is the Safe--a savings association which will also be
described in more detail later. Relatives, friends and money-
lenders still remain sources of credit, as is the Safe also.
In-kind borrowing and lending is now less common than in ear-
lier days. What remains of it concerns mainly foodstuffs as
was previously mentioned. In-kind labor reciprocity still
exists, but in a much more limited form than that described ear-
lier. The host of a working group, if one is organized, now
has to provide in addition to food, wine, beer and cigarettes--
all of which could prove expensive for a poor farmer. Interest
charges on loans are presently very common and in some cases
quite high (as high as 25% per month). Strangely enough,
there is less of a tendency for lenders to demand collateral
on loans. Virtually all the people interviewed had not left

any physical collateral on their loans if they were borrowers,
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or demanded any if they were lenders. The demand for collateral
has been replaced by the demand for a "surety" by some insti-
tutions--the surety being a respected person in the community
who guarantees the borrower's loans. Still, the demand for a
surety appears not quite so widespread as that for collateral
had been in pre-independent Nigeria. Loan agreements are now
written on a piece of paper usually by a primary or secondary
school child recruited for the purpose by the transacting par-
ties. External savings and credit institutions have been in-
troduced into the area--a Post Office Savings bank, a state-
owned commercial bank, and a cooperative credit and savings
scheme. Despite the presence of all these non-indigenous types
of institutions, participation in the indigenous credit and
savings market appears to be as strong now as before, as is
shown in Table 3-2.

Table 3-2 shows the number of interviewees who either
borrowed or lent, i.e. participated in some form in the indige-
nous rural credit market. Out of 50 people, 44 (88%) indicated
their participation either as borrowers, taking out loans from
the various credit sources mentioned, or in the form of lenders
making loans to others, or as both borrowers and lenders. While
39 out of 50 (78%) of the interviewees engaged in borrowing ac;
tivity, 33 out of 50 (66%) took part as lenders. A large num-
ber of people, 28 to be exact, acted as both lenders and bor-
rowers simultaneously, leaving only 6 out of 50 people who did

not participate in any borrowing or lending activity. Another
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Table 3-2

Borrowing and Lending Behavior Among a Sample of
Ogwashi-Uku Farmers

Lent Did not lend Total
Borrowed 28 11 39
Did not borrow 5 6 11
Total 33 17 50

SOURCE: Field interviews conducted by the author.

look will be taken at these data in Chapter Four. As regards
savings activities through the esusus, and the safes, again
88% of the sample indicated membership in at least one of
these organizations, with 12% of the sample having no member-
ship in any. The mean and the modal number of societies to
which people belonged was four. In contrast, regarding par-
ticipation in the externally introduced institutions, 36% of
the sample indicated simultaneous use of the commercial bank
for deposits, along with their participation in the indigenous
system. This percentage figure is higher than it would have
been because six of the 18 depositors who have—part-time jobs
with the government as night guards or messengers are obliged
by government regulations to receive their paychecks through
the state-owned commercial bank. Only four people (8% of the

sample) indicated participation in a cooperative society, and
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one person was on the verge of dropping out. Six people indi-
cated use of the post office savings bank--the longest stand-
ing of these institutions in the coﬁmunity.

The data on participation in the indigenous capital mar-
ket is supportive of one of the facts the study set out to
show, that there is an active indigenous rural capital market
in which fairly broad participation exists. For a good pro-
portion of the rural community it appears that possibilities
for obtaining quick short-term (and sometimes long-term)
credit for their activities are fairly broad. The components
of the indigenous capital market ha&e thus far been mentioned
frequently throughout the discussion. Table 3-3 presents a
brief summary of the interesting aspects of these components,
both for purposes of comparison and to give the reader a quick
grasp of the essential aspects of the indigenous savings and
credit system. A detailed discussion of each of the components
is undertaken below with a view to showing how the amounts in

the system come into being.

The Esusu Rotating Savings and Credit Association

There are several variants of the esusu in Ogwashi-Uku.
At the very simple level is found the type described by Geertz
as quoted in Chapter Two. Several people meet together either
every nine days, every fortnight, or every month, to contribute
a stipulated amount which in turn rotates from member to member.

This 'rotating fund' as the author will term it belongs to the
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TABLE 3-3

ESSENTIAL ASPECTS OF THE COMPONENTS OF THE INDIGENOUS SAVINGS AND
CREDIT SYSTEM

Esusu Safe Relatives & Friends Moneylenders
Aims generate lump sum savings generate lump lend money when lend money with
and loanable funds for sum savings & desired interest charge
safe component loanable funds
Organizational ranges from president & same as Esusu not applicable not applicable
structure membership in simple type

to president, sec., treas.,
chiefwhip, zonal leaders

in the larger, more sophis-
ticated type, hierarchical

set-up, but with plenty

of feedback

Membership com- generally mixed composi- same as Esusu not applicable not applicable
position & no. - tion. Membership ranges

anywhere from 10-300+

people ‘
Basic amounts range varies from 20 ranges from 20 not applicable not applicable
contributed kobo to N4+ with 1% kobo to W4+

of contribution for
safe component

Nature of loans mostly short-term; mostly short- same as Esusu and same as others
some long-term term; some safe
long-term

Continued on following page...
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Terms of loans

TABLE 3-3 (continued)

Esusu

a) virtually no physical
collateral demanded.
Human collateral in form
of guarantor or surety
required for loans.

Moneylenders

no physical or human

human collateral
sometimes demanded

b) interest charged on
loans in most cases. But
high flexibility when dif-
ficulties in payments

Safe Relatives & Friends

same as

Esusu collateral demanded,
in general

same as

Esusu

no interest charged

interest charged

encountered.
Social functions a) moral and sometimes some support both moral and finan- none
financial support to mem-— for members in cial support in times
bers in times of stress, times of stress, of stress
e.g., funerals but less common
than in others
b) dancing, eating, virtually no none

drinking, merrymaking
at meetings

dancing, merry-
making at meet-
ings. Some eating
& drinking. More

businesslike atmos~
phere.
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member who receives it for disposal in whatever manner that
member might wish. The cycle of this esusu as that of others
lasts until the last member in line has received the rotating
fund. At this level, the organizational structure of the
esusu is very simple. There is generally only one presiding
officer--the president who takes charge of the affairs of the
association. Record taking in this case is not very common.
The members (usually few in number, about 10~20 people) meet
in each recipient's house in turn, contribute the money, drink,
eat, and then disperse until the next meeting. No borrowing
fund is available here. These types of very simply structured
esusu are not so common any more. The more sophisticated types
of esusu now seem to be more prevalent in the community.

At the more sophisticated level, the esusu usually has
a larger membership-- anywhere from 30 to over 100 members.
The association also has a credit fund attached to it, -and
this is what really differentiates it from the simpler type.
In other words, not only do the members meet to contribute to
the rotating fund, but at every meeting each member also pays
a small previously agreed upon levy--usually 1% of the amount
contributed by the member to the rotating fund. This levy is
put aside in a wooden (or any other type) box known as the
"safe," and from here any member or non-member who is permitted
can borrow for his or her needs at agreed upon interest rates.
This safe fund can also be augmented through membership late

fines, or through funds donated to or earned by the association
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in a manner to be described shortly. In this type of esusu,
organizational structure is more complex. There is usually

a president who takes charge of the proceedings at each meet-
ing, a chief whip to help keep order, a secretary who keeps

a record of membership numbers, late fines, contributions to
the safe, etc. A treasurer may also be elected to help the
secretary count and keep a record of the money, and to take
personal charge of the money in the safe. The secretary and
treasurer by virtue of their duties are usually fairly liter-
ate in English and know arithmetic. That is, that have at
least primary level education. While the records are kept

in English, the proceedings of the organization are carried

on in Ibo--the language of the area. The treasurer usually
takes the safe box containing the money home, but the presi-
dent and the secretary each get to keep one of the two keys

to the safe box. The purpose of this, the author was informed,
is to make certain that should any of the members of even non-
members wish to borrow money from the safe at any time, there
would be at least two witnesses to the transactions. Should
such a loan be made at a non-meeting time, the loan transaction
would then be announced to the general membership at the next
meeting. Sometimes, when the membership becomes fairly large,
as in two of the societies investigated (66 and 261 members),
a more complex organizational structure arises. 1In this case,
the membership is divided up into zones, and zonal leaders are

elected whose duty it is to go around and collect the contri-
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butions due for that meeting from the members prior to the
meeting. These contributions are then handed over to the
secretary and treasurer at the meeting. The 2zonal leaders
thus become members of the organizational hierarchy. As the
organization becomes larger, differentiation in the hierarchy
becomes more pronounced, although a two-way dialogue between
members and leaders is always maintained. Chart 3-1 displays
the three types of organizational structure described here,
from the simplest to the most complex.

How do these organizations come into being? There is
no special force that is responsible for this. What typically
happens is that an interested party calls together a few
trusted friends and relatives and asks them if they would
like to form an esusu club. If they are interested, all par-
ties concerned then make decisions as to'meeting times and
frequency, size of contributions, to have an extra levy or not,
type oonrganizational structure, etc. The founder of the or-
ganization usually becomes the president and other officers
may then be elected. The president may be the first in line
to receive the rotating fund. Other members may then take
their turn according to the order in which they joined the
society, according to age, or some other agreed upon criterion,
but seldom by lottery as is common is some Asian and certain
East African countries. Crucial in the organization of these
societies is the fact that the organizer must be someone re-

spected in the community--someone known to be reliable.
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CHART 3~-1

ORGANIZATIONAL STRUCTURE

PRESIDENT PRESIDENT
N
Chief
MEMBERSHIP Sec. Treas. Whip
TYPE I
MEMBERSHIP
TYPE 11

NOTE: The two-way arrows indicate that no
matter how hierarchical the organization
becomes, the distance between the officers
and membership never becomes too great.
There is a two-way interaction process and
the membership can give direct feedback to
the organizational hierarchy.

PRESIDENT

L

Sec. | Treas.

Chief
Whip

ZONAL LEADERS

MEMBERSHIP

TYPE III1




59

Otherwise, no one would be willing to join for fear that the
founder would, after receiving their contributions, refuse to
contribute further. Kamene Okonjo's (1976) observations on
this matter in some women's rotating associations in Ogwashi-
Uku, which she investigated, fully apply to all organizations
in the community, including those considered here and whether
founded by women or men. She notes that

...a thief, liar or bad debtor cannot success-
fully found a credit association no matter how
good or genuine her intentions are. People
will assume that she needs money and will de-
fault as soon as she has collected her 'take-
out' (share of the rotating fund) which for
her as initiator of such an association will
usually be quite early in the life cycle of
the association. A lazy woman who has no
'visible' means of income will usually also
not get a following for this sort of contri-
bution association. (Financial Institutions
for the Mobilization of Resources for Invest-
ment and Consumption in the Rural Areas:
Women and the socio-Economic Impact of the
Esusu in Two Western Igbo Communities, Pp. 16)

The duration of the cycle until the fund has been received by
eaéh member is crucial; therefore, it is important that not
only the founder be reliable but the membership also. A mem-
ber who defaults on payments or drops out after receiving his
share loses face in the community and earns a reputation as a
credit risk. Naturally, people do all they can to avoid such
an embarrassing and damaging social situation.

As is probably evident from the discussion thus far,
there is no stipulated size for the esusu association. Mem-
bership size could range anywhere from 10 to over 300. Among

all the components of the independent rural savings/credit
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markets investigated; two were esusus and they had memberships
of 66 and 261, as mentioned earlier. Membership size depends
on the desires of foundation members and also on their popu-
larity and consequently that of their association. Most

esusu tend to have mixed membership--male and female--although
some may be founded that are completely or predominantly uni-
sexual. Those investigated in this study were of mixed member-
ship.

There is also no overall stipulated amount to be con-
tributed in these organizations. Generally speaking, members
agree on a reasonable basic amount which everyone can afford
to pay regularly without too much of a strain and hence threat
of default. If some members are relatively more well-off than
others and wish to contribute more, they may take what is known
as a double or triple share, i.e., contributing two or three
times the basic amount and thus taking a place in the queue for
the fund the same number of times during the duration of the
cycle. Basic amounts range anywhere from 20 kobo to K4 or
slightly more. Associ;tions with basic contributions on the
upper end of the scale tend to meet less frequently--for example,
once a month. Those at the lower end meet more frequently--
once every nine days or once a fortnight..

Most loans given out by the associations from their
safes are short-term loans lasting 1-6 months and sometimes a
year. There are no restrictions on the number of loans to be

given during the life cycle of the association, neither are
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there any formal restrictions on amounts. Each association
is careful, however, not to entirely exhaust the amount of
the safe in case the association needs to call on the funds
for some of its own activities. 1In general, however, as re-
gards requests for loans, there is a sense on the part of
association members and the rural comﬁunity of legitimate
and illegitimate loan requests. For example, a request for
a loan to pay off gambling or drinking debts would be denied
outright as requests for irresponsible purposes, whereas re-
quests for funeral expenses, building or repairing a house,
education would be more readily granted. Other than this
broad recognition of legitimate and illegitimate loans, there
are no other requirements concerning the purposes of loans.
The decision to grant a loan tends to be taken at meet-
ing times by the general body. The borrower comes forward to
state his or her case for the loan and the amount desired.
The membership then reaches a consensus on whether the loan
is to be granted and, if so, whether to grant the full amount
requested or part of it. If the decision is favorable, the
borrower is given the association's previously set terms for
loans, i.e. repayment terms, interest rate schedule, etc. 1In
the majority of associations terms are strict, especially for
non-society members. For example, non-members are generally
required to have a 'surety' (guarantor) from the society be-
fore being granted a loan. The interest rates charged them

are usually higher than for members--sometimes even twice as
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high. (Interest rate charges will be dealt with in a later
section; for example, in some associations members may be
charged 20 kobo on the ¥2 a month interest, while non-members
are charged 40 kobo on ¥2 a month.) Flexibility, however,
prevails as regards the enforcement of interest rate terms.

In cases of extreme need or duress, particularly on the part
of a member, a society may relax its rules considerably, even
doing away with the payment of interest charges and foregoing
the setting of a time path for repayments. For example, one
of the respondents in the sample recounted how the association
of which he was a member lent him ¥40 to pay off a term's

fees for his son. The society lent him the money without in-
terest. Since his son was in the final year, it was expected
that he would pay on working after graduation, and reward the
society for the kindness toward him. It is this flexibility
and humaneness on the part of these associations that appeals
to the membership and the general rural public in Ogwashi-Uku.
As already mentioned, emergency loans may be made through
association officers who have to use their own discretion at
these times. Reports are then made back to the general meet-
ing. At the end of the association cycle, all loaned-out funds
are recalled for division among the membership. Extra money
from interest charges and other sources are also shared in a

manner that will be discussed later.



63

Part of the use for the money in the safe is to remun-
erate officers at the end of the cycle. Such remuneration is
usually not too high except in the really large societies.

It may run from 50 kobo per officer in very small societies

to M8 in large ones. The president usually receives more than
the other officers. The secretary, treasurer and chief whip
receive the same amount and, if zonal leaders exist, they are
paid equal amounts, but less than the officers directly above
them.

The economic functions and organization of the esusu
association have been discussed at considerable length. Another
impbrtant function that these societies have is the social one.
A society meeting, after business has been taken care of, is
a place where a member can relax, eat, drink, talk with friends
and dance. Here it should be mentioned that whoever is receiv-
ing the fund on a particular meeting day is obliged to enter-
tain the membership by providing the above mentioned food and
drink. This becomes a kind of tax on the recipient, which some-
times could amount to 20% of the funds for those members wishing
to entertain lavishly. In order to prevent too lavish an en-
tertainment, and at the same time prevent too low a level of
same, a society may stipulate the amount to be spent by each
recipient on entertainment purposes. Most societies provide
their own music--there are generally drummers and flutists who
are also members, and while they provide the music, members

dance and make merry. A party atmosphere prevails after busi-
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ness has been done. To enable members to take maximum advan-
tage of this relaxation function, many societies meet on
Sundays or on the non-working market day for the particular
village (if all the members are from the same village).

(There are four market days that constitute the rural week,
i.e., every village has a market day set aside in which it

is taboo to work.) On the above two occasions, members usually
have time away from work.

Some societies that get very good at drumming and danc-
ing may be invited all over town to provide entertainment at
various functions--marriages, births, etc. For this, such a
society charges a standard fee which goes directly into its
safe box for loaning out, or for later sharing among members.
Extra donations received by the society at such times also go
into the safe. Some societies earn substantial amounts this
way. One of those investigated for this study earned some of
its loanable funds in this fashion.

A much more serious social function of these societies
involves that of support for a member in trouble. The most
common type of trouble is, of course, a death in a member's
family or even the death of a membér. On such an occasion,
all society members become mourners. They sit with the family
of the dead person wailing and singing. A society in such a
position will also provide financial support for the funeral
out of funds in the safe, because funerals (with all the rites

to be performed) may become very expensive. In cases where a
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member has died and the family is too poor to provide what
the society considers a fitting burial, the society may take
over the bulk of expenses in order to ensure a proper burial.
In short, a person who belongs to an esusu association is a
member of a larger family and is assured of its support in
all aspects in times of stress.

Our discussion of the esusu--a major component of the
rural capital market--has shown, it is hoped, how structured
a body it is and how its structure is built around its function
of generating and safeguarding contributions, and augmenting
capital funds through performance of social activities. Now

for a discussion of a related component.

The 'Major' Safe

The descriptive word 'major' safe has been coined by
the author because as was evident in the discussion above,
esusus have safe components attached. The difference between
the two is that the major safe has no rotating fund component.
Its only function is that of a depository society for members.
Many of the attributes/functions of safe societies have already
been dealt with in the context of the discussion on esusus and
their safe components. Only major points of difference be-
tween the major safe and the esusu will now be discussed.
There are variants of the major safe--depending on membership
and function. Among those investigated of which respondents
were either members or had borrowed money from, one was all

male~-an Umunna safe, i.e., a safe made up of sons of the same
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lineage. 1Its main function was to provide loans to the mem-
bers for their children's school fees and supplies. The

method of contribution was interestingly enough tied to the
concept of labor reciprocity. Throughout the planting, weed-
ing and harvesting seasons--i.e., throughout the farm year--
members would work in turn on each others' farms and the host,
rather than provide all the usual food, drinks, cigarettes or
tobacco, would provide only plain food, and would put the rest
of the money he would have spent on this entertainment into

the safe. This major safe had quite a small membership=--17
members. Here we see a very interesting and rather unique way
of continuing one of the traditional aspects of society life
that is gradually dying out, while tying it in clearly to
another necessary contemporary economic function--namely, pro-
vision for educational purposes. 1In this way, the members take
care of two kinds of very important investment in rural Ogwashi-
Uku society--investment in farming (in terms of labor) and in-
vestment in human resources.

Another variant of the major safe along membership lines
was the Iyemedi safe--a depository society made up of women
married to men of the same lineage. They had recently begun
to admit their men into the society and some of the respondents
in the interviews conducted were members and had loaned money
from this safe association. The membership was similarly small--
29 men and women. The funds contributed in the safe could be

loaned out for any purpose.
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The rest of the safes in the study were of the general
kind consistinglof men and women with membership ranging from
35 to 178. The organizational structure of the major safes
are similar to one another despite some differentiating func-
tions, and they are very much like that of the esusu with
presidents, secretaries,'and zonal leaders, depending on the
size of the association.

The major function of the safes is to help the member-
ship save cash income, i.e., conserve their petty cash re-
sources, in order that they might have a lump sum for invest-
ment or consumption purposes at the end of the year. The safes
are usually started in the same manner as the esusu (i.e.,
by any respectable, interested person) at the beginning of
the calendar year. Contributions go on a 9-day, fortnightly
or monthly basis throughout the year until December. 1In Decem-
ber the funds are divided and given back to the members accord-
ing to what they have contributed, of which a strict record
is kept. With resources mounting up, the safe's other func-
tion is that of a loan fund for its members, and also non-
members with a guarantor. The procedure for loans, and the
terms, are generally the same as those discussed for the esusu
and so will not be repeated here. With the advent of the bank,
some sophisticated safes that accumulate a lot of funds have
taken to dividing these into two equal parts and depositing
one-half in the bank, while the other half is kept back to

serve as the loan fund for members. This development is very
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recent and has not yet become widespread. The author heard
of it from one association's secretary, but none of the safes
investigated claimed to have done this as yet.

A difference between the esusu and its safe component
and the major safe is that, whereas the amount to be contributed
to the rotating fund and its safe component is usually stipu-
lated for all members, in a major safe, this is rare. What
is common is that members contribute or deposit whatever amount
they can at each meeting--the only requirement being that a
member deposit a consistent amount each time to enable record
keeping to remain relatively simple and manageable. So, if
a person decides they can afford to contribute Kl every fort-
night, they must keep this up throughout the year. Others may
be contributing ¥4 or 20 kobo.

| Another difference-—this time a major one--between the

esusu and the major safe is that the latter is a purely busi-
ness association. Hardly any dancing or merrymaking goes on
at meetings, although food and drink may be provided. The meet-
ing may be held at the president's house or an agreed upon venue.
Alternatively, members may volunteer to host meetings, but
entertainment is kept down to a bare minimum. The social
functions of the major safes are not well defined, although
again safe associations may provide support to a member in
times of stress, i.e., illness or death.

Although safes are relatively new institutions compared

with the esusu, they have become very popular as a means of
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saving and borrowing money in this rural community and, as

we shall see when we examine magnitudes of savings, very sub-
stantial amounts are generated through these institutions.
Esusus and major safes serve as both a means of saving and
borrowing within the community. There are other institutions,
" if one may call them that, which serve purely as sources of

credit. One of these is the oft talked about moneylender.

Moneylender

A striking fact that arose during the process of the
study was the rarity of that widely discussed symbol of vil-
lage usury--the moneylender. It was not that there were no
moneylenders within the Ogwashi-Uku community, just that there
were few, and those that could be identified did not have
moneylending as their major occupation. They were either
women traders, farmers, or an occasional businessman/pensioner
with surplus funds. The reason that the author has classified
them as moneylenders is because they generally charged inter-
est on their loans in contrast to individuals--friends and
relatives--who charged no interest on loans. The interviewees
in the study also regarded these people as moneylenders, not
because that was their major occupation but because of their
charging of interest.

The author's attempts to interview two such defined well-
known moneylenders failed because of their refusal to acknow-

ledge the role. It was therefore not possible to obtain the
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inside details of their operations, or even how they came to
decide on moneylending as a side profession. It was only
possible to obtain information on their interest rate charges
through those respondents who claimed to have borrowed money
from them. As shall be seen when interest rate structure is
discussed, these were in line with prevailing rates in esusus
and safes within the community. One fact, as noted, is that
moneylenders per se are not many and are not organized. This
may be because of pfevailing society norms which frown on
individuals making their living out of interest paid them by
other individuals. Strangely enough, this does not seem to
apply to collectives of individuals--namely the associations--
perhaps because their loaning function, though extremely im-
portant, may be regarded as secondary to their savings func-
tions, and because there is considerable flexibility as to
interest rate charges and payment schedules when individuals
are in trouble. Such flexibility would probably not be pos-
sible for an individual moneylender who, in order to survive
and make pure gains out of that function, would have to insist
on rigidity as to interest charges and repayment. One other
factor is that unauthorized moneylending is frowned on by the
government. All moneylenders are supposed to be registered
(which probably has its costs). The author did not find any
registered moneylenders in the community. Nevertheless, such
moneylenders as there are provide one source of credit for the
rural community. Two other major sources of credit in the

indigenous system are friends and relatives.
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Friends and Relatives

It is recognized throughout the community that a friend
or a relative may be called upon to extend credit at any time.
This source of credit which lies in every member of the com-
munity and thus is pervasive, vies with the esusus and safes
as the major credit source. The resources appear to be equally
important, from respondents' answers, the difference being
that on the average, non-trivial amounts are usually loaned
from the esusus and safes, while amounts borrowed from rela-
tives and friends could range anywhere from almost trivial to
very large. We shall examine these amounts shortly.

There is, of course, no organization in the credit mar-
ket of relatives and friends. Hardly any interest is charged
on such loans, and no 'surety' or collateral is demanded. It
has been mentioned that none of the.credit sources in recent
time demand collateral as it is generally known, e.g., in the
form of land, a house, or other valuable possession. This is
probably because such possessions, although constituting valu-
able capital, are not very moveable in the sense that it is
difficult--although not impossible--to find a market for them.
In the case of land, the situation is even more difficult,
given the communal land tenure system that was described in
Chapter One. It is not possible for an individual to dispose
of a piece of land on his or her own authority, although the
crops on it could be sold. Therefore, rural lenders have found

it more convenient to demand the human collateral--a 'surety'
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(a trusted, hardworking, well-to-do person)--rather than physi-
cal collateral. As far as the author could determine, no
surety received any reward for his or her services other than
the respect accruing from such a position of responsibility.
Before turning to a discussion of the magnitude of
amounts circulating within the system, it is worth noting that
unlike studies done on indigenous rural credit systems elsewhere
(e.g., The All India Rural Credit Survey) where a substantial
number of the rural people were found going outside their im-
mediate sphere of activity for loans, or taking loans from
urban moneylenders, this was not the case in this study of
Ogwashi-Uku. Only one respondent mentioned trying to borrow
money once, unsuccessfully, from an acquaintance at Ubulu-Uku,
a nearby rural town. It appears, therefore, that for Ogwashi-
Uku people and probably for other rural people in this area
of Nigeria, credit and savings activity takes place very much

within the boundaries of the village and town.

Magnitude of Amounts within Indigenous Systems

The pervasiveness and strength of indigenous credit and
savings organizations illustrated above is only one important
facet of thé rural capital market in Ogwashi-Uku. Another has
to do with the amounts found within the system. It is very
important to examine these amounts in order to establish the
fact that substantial savings are being generated within the

indigenous rural capital market, and that therefore there exists
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more of a saving capacity involving surplus cash than would
have been imagined, given the conventional views as discussed
in Chapter Two. A skeptic might question whether most of the
savings generated could be called real savings in that they
are not destined for productive purposes. Instead, such sav-
ings as are made within this indigenous system could be pre-
sumed to constitute only cash reserves held to help rural
families smooth out the troughs and dips within their consump-
tion cycle. It will be shown in this section that, though
savings for consumption purposes do constitute a substantial
part of rural savings, savings for 'productive' purposes (i.e.,
investments) are by far more important. Furthermore, it will
also be shown that a good number of loans made within this
system are also for productive purposes, although as one would
expect in a rural area, more loans are taken out for consump-
tion (mostly contingency purposes) than for investment. (The
separation of loans into production and consumption loans here
is less meaningful than for savings because of the short-term
nature of most of the loans. However, it will still be in-
structive to examine loans in this light to obtain some idea
on how many of the short-term credit needs are for operating
capital and how many for contingency consumption.) It will

be interesting to begin the above exercise by examining the
amounts saved by different esusu safe and major safe societies
from which respondents borrowed. Table 3-4 displays these

societies and the amounts saved for different years.
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TABLE 3-4

AMOUNTS SAVED IN INDIGENOUS SYSTEM

Interest Charges

Name of Society Membership Membership Amount Number  Amount per month Interest
Society Type Year Composition Number Saved ¥ Loans Loaned N Members Non-Members Collected
Onyeliyachei major 1975 men & women 44 823 16 n.a. 20 kobo n.a.
safe on 2§
(10%)
per
month
Onyeliyachei major 1977 men & women 36 654 9 n.a " n.a
safe
Aniuba major 1977 mostly womenj; 29 452 8 n.a " 40 kobo on n.a
safe some men N2 (20%)
per month
Onyeweifeogo Esusu as men & women 66 211 13 130 " " n.a
safe of
1977
Enyechiukwuhia  Esusu 1977 men & women 261 380 - - " " n.a
safe .
Ogbe-0fu major 1977 men & women 178 3944 70 2616 " " N300
safe
Ogbe-Ubu major 1977 men & women 100 1000 n.a. n.a " 30 kobo on n.a.
safe N2 per month
SOURCE: 1977 survey conducted by the author.
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Some simple calculations using the figures in the table
show that, excluding the 1975 major safe savings of ¥823, a
total of ®W6641 was saved by some 670 people in 1977. This
amounts to approximately ¥10 per head, or 5% of the N215 per
capita income figure calculated for the study sample, or
roughly 1% of the sample average family income of ¥1419.
If the esusu safes, whose major functions are not really
seen as that of accumulating funds, are excluded, the total
amount saved for 1977 becomes ¥6050 and the number of savers
343. This amounts to ¥17 per head. It might be argued that
the per capita figures appear quite small. However, in a
rural community where it is supposed that cash incomes are
so low that people literally have no surplus in cash for sav-
ings, generating a pure saving of ¥17 per head per year on
average could yield substantial dividends. More importantly,
though, is the potential absolute savings over the whole com-
munity. If every adult man and woman in the Ogwashi-Uku com-
munity were to save at the average rate of the ¥N1l0 per year in
1977, this would result in a total savings of ¥170,000 per year
in this community, a sum that would make a great impact if
ploughed in total into so-called productive investment--be it
agricultural, small-scale industrial, educational or otherwise.
If this calculation is extended on a country-wide level, Nigeria
could generate millions of naira per year from the adult mem-
bers of her population of 80 million. It can thus be seen that
if the absolute amounts reposing with the indigenous organiza-

tion are considered, as well as the widespread nature of the
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organizations within the community, there exists a potential
for generating substantial amount of savings from the rural
population, whose cash savings capacities appear far from
negligible.

The very nature of a 'safe' association--somewhere to
let money lie and accumulate for a year or more without being
frittered away on petty expenses--shows that for rural fami-
lies, such 'safe' money is not destined mainly for cyclical
consumption purposes but for lump sum investment. Table 3-5,
which lists purposes for which lump sum 'safe' and esusu money
was used, demonstrates this. Of the 44 people in the sample
who belonged to at least one credit society in 1977, 27 had
received contributions from the esusu or their shares from
the safe at the time of interview. The 27 people listed 13
purposes for which their lump sum income was used. The author
has listed absolute numbers for answers as to purpose, because
some respondents listed multiple uses for their lump sum money.
The total number of all purposes, of course, comes up to more
than the number of respondents.

The purposes listed can be looked at in two broad cate-
gories. Productive (investment) type purposes and_non—productive
(consumption) purposes. The author has divided the purposes
into these two categories according to what might be regarded
by some economists as productive and non-productive (see
Table 3-5). The controversial item in the division would, of

course, be education, which some economists would tend not to



TABLE 3-5

USES OF LUMP SUM SAVINGS

Purpose
Education of children

Housebuilding of better house
Hospital bills, medical expenses
Food consumption & miscellaneous
House repairs

Hiring farm labor

Bank deposit

Second burial ceremony

Paying back a debt

Buying carpentry tools

Court case

Title taking

Marry another wife

Times ) Non-
Listed Productive Productive

11 *

7 *

5 *

3 *

2 %

2 *

2 %

2 *

1 %

1 %

1 %

1 *

1 *

SOURCE: 1977 field interviews by author.
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regard as direct investment. The author maintains that in

the rural community, education of one's children up to sec-
ondary school is regarded as the greatest investment a rural
family could make. The reason is that the returns to education
beyond the primary school level in Nigeria are very high.

A young boy or girl who finishes a secondary school or teacher
training education and obtains employment in the formal sector
is assured of making a gross income of approximately ¥1200 a
year initially. This is 85% of the average yearly family in-
come calculated for the study sample. If the family spent
¥600 (a high figure) for the five years of secondary school
study, they would be guaranteed--especially if the child comes
back to work or teach at home in the village after graduation--
of recouping the amount within 3 years, and of then obtaining
pure profit or dividends thereafter. This would mean a steady
source of income for the family, and the assurance that one

or two other children would be able to proceed to secondary
school or through an apprenticeship program. Moreover, the
investment is almost risk-free, since most rural children
understand the importance of an education and work hard.

Even if they fail the school leaving certificate exam, which
many of them may do because of the lower gquality secondary
school education in some rural areas, they could still obtain
a modern sector job with a G-4 certificate. Such a job would
assure them of a gross income of ¥960 a year. If by diligence,

or by a stroke of luck, a child succeeds in entering the uni-
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versity, then the family regards itself as being in financial
bliss, because their child's yearly income would climb to
approximately ¥3600 a year, not counting fringe benefits ob-
tainable from modern sector jobs, such as very low interest
loans for a car, car allowance, children's allowance, a free
house, etc. For this reason, education competes very keenly
for saved funds in the rural area, and should therefore be
rightly classified as investment.

A look at Table 3-5 shows that of the 39 multiple re-
sponses of uses made of lump sum income, 25 were for produc-
tive purposes, the highest number being for education. This
is very supportive of the idea that much of the saved income
in the indigenous savings system is destined for some type
of investment. It can therefore be said with a good deal of
confidence that such savings are not obviously meant merely
to smooth out the cyclical pattern of family consumption, as
might be contended.

It is interesting to compare Table 3-5, which lists uses
of lump sum savings, with Table 3-6, which lists uses to which
loans taken out from the various credit sources already dis-
cussed were put. The two listings are very much alike. Most
items are similar. Again it is noticeable that for purposes
for which respondents could recall specific information, educa-
tion is the single most important recipient of borrowed funds.
However, this time 31 out of 60 responses are for purposes
that may be looked at in an illustrative manner as productive,

29 being for so-called non-productive purposes. Productive



TABLE 3-6

PURPOSES OF LOANS

Purpose Number Times Listed
Education 14
Illness 13

Farming (paying labor)
Funeral expenses

Court case

Building a new house
Household expenses

Wedding expenses
Rebuilding/repairing a house
Trading

Paying society dues

H OB NN WS oW

Buying apprenticeship

SOURCE: 1977 field interviews by author.
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purposes are again quite important, but it appears from these
data that families may tend to borrow rather than use savings
to smooth their cyclical consumption patterns and take care
of contingency items. Although the intensity of borrowing
is increased during the dry, lean season (according to respon-
dents' remarks), borrowing goes on nearly all year around.
However, loans do tend to be paid off after harvest time.
Loan payments may also be made throughout the year, occasion-
ally from received lump sum income, as can be seen by the item
labelled food consumption and miscellaneous in Table 3-5.
The purposes listed in Table 3-6 for loans have been commonly
found in other rural areas, as is attested to by some country
studies in the AID 1973 Spring Review of small farmer credit
(e.g., see Robert's study on the Mumwa and Katete areas of
Zambia in Vol. 15).

To obtain some further idea of the magnitude of amounts
circulating within the indigenous capital market as loans,
and to further support the argument that substantial cash sur-
plus, part of which could be mobilized for investment purposes,
does exist within the community, it is instructive to examine
the range of amounts borrowed by respondents from various credit
sources.' The amounts shown are strictly from whatever respon-
dents could recall of their credit transactions. Table 3-7

displays these amounts.
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Table 3-7

Amounts Borrowed and Source

Range of Amounts Borrowed

Source from Source in ¥
Relatives and Friends 20 kobo 200
Unauthorized Moneylender 20 30
Esusu Safes 4 120

Major Safes

SOURCE: 1977 field interview by author.

Of the 39 respondents who claimed they borrowed money,
over 50% of them borrowed amounts ranging between ¥16 and N47.
The 33 who participated in the rural credit market as lenders
lent amounts ranging from 20 kobo to ¥300. The average amount
loaned out was about ¥35, while 11 people loaned out amounts
greater than ¥N60.

Examination of all the facts so far discussed, i.e.,
magnitude of savings, magnitude of loans, lump sum income
and borrowed funds, seem very supportive of the statement at
the beginning of this chapter, that the magnitude of amounts
available and circulating within the indigenous system are
guite substantial, suggesting the existence of a sizeable
cash savings capacity within the rural area. An interesting
question to consider is: What are the implications of the
existence of a cash surplus savings capacity at the rural
level in Nigeria? Given that rural areas in Nigeria have

not received investment funds from the central and state gov-
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ernments commensurate with the investment opportunities at
this level, the availability of cash savings in the rural
areas, as illustrated by the Ogwashi-Uku case, is very im-
portant, because if such funds could be mobilized in fairly
large amounts, they could be ploughed into various productive
investments at the community or individual level in these
rural areas. For example, community investments, such as
roads, small tractors, water, and schools, wduld benefit
greatly from such investment funds. The policy implications
of the above statement will be discussed in further detail
in Chapter Five.

The discussion so far has dealt with the issue of credit
gains, variety and magnitudes of amounts in the rural capital
market. An important aspect of the rural capital market
which bears directly on the availability of the amounts dis-
cussed above is the interest rate structure. It is informa-
tive to examine how interest rates are manipulated to render
credit more or less available and deposit of savings more or
less attractive to rural customers.

The interest rate structure in the Ogwashi-Uku area
appears to be very much like that discussed by éeveral authors
for other rural areas in developing countries (see the Long
and Bottomley articles). As already mentioned elsewhere in
the study, such interest rate structures are characterized by
very high interest charges, especially for short-term loans.

In Ogwashi-Uku, most of the loans, except perhaps some of
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those for educational purposes, are very short-term--1-6
months. Some loans are made for 9 months and some for longer.
What happens in these cases is that as long as the borrower
continues to pay interest charges on a monthly basis, the
lender (typically an esusu or safe society) does not bother
about the principal, until the time comes for the cycle of

the esusu or safe to end, at which time all principal amounts
loaned out are recalled. Most borrowers obtaining funds under
high interest charges are very much aware that borrowing costs
are indeed high and they attempt to pay off loans as quickly

as possible. Failing this, they attempt to renegotiate the
charges on the loans. It has been noted that most associations
are flexible as regards interest payments, especially with mem-
bers. According to respondents, in the case of a child in
secondary school whose fees were due, sudden death, prolonged
illness on the part of a debtor, associations will be quite
flexible in rearranging or foregoing interest payments.

Table 3-8 shows the range of interest charges for the various

sources in Ogwashi-Uku.

Table 3-8

Interest Rate Structure for Credit Sources

Source : Interest Charge per Month
Members Non-Members
Relatives and Friends typically none except in very

rare cases

Esusu Safes
Major Safes 0-20% 5-25%

Unauthorized Moneylender 25-33%

SOURCE: 1977 field survey by author.
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The table does show that those paying interest on loans
may indeed pay high amounts. Many people claimed they paid
no interest at all on their loans, while others claimed they
renegotiated the terms. Yet others said they paid very high
amounts. Due to the nature of the survey and the data, it
was not possible to compute an average interest charge. This
constitutes a shortcoming in the sense that it is not possible
to ascertain to what extent interest rate charges constitute
an impediment to participation in the credit market. What
can be said, however, is that it appears most people either
elude the high charges or manage to renegotiate them for a
short term. Evidence from the study sample shows that despite
seemingly high rates, participation continues to be widespread
and strong.

The question still remains, however, as to why interest
rates (at least initially) are set so high. In Chapter One,
the components of interest rate charges as discussed in the
classic articles by Bottomley and Long on the subject were
listed. These are opportunity cost component (consideration
of returns to alternative investment), administrative cost
component (costs of funnelling and keeping track of loans and
interest payments), and risk components--arising from a high
default rate. A consideration of these components in relation
to the Ogwashi-Uku rural capital market will help delineate
which of them are important contributory factors in the high

interest charged in the rural area.
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To consider the issue of the opportunity cost component
of interest charges in Ogwashi-Uku, the question must be asked,
to what alternative uses are loanable funds put when not lent
out? The answer to this question as far as the author could
determine is that the funds were not given to any alternative
uses in the absence of being loaned out, except in the one
case mentioned where a safe deposited some of its savings in
the commercial banki It was not possible to tabulate amounts
loaned out for the various societies examined for the study,
but a look at Table 3-4 shows that for the two societies for
which such data were available, approximately 62% of their
funds were loaned out at the end of the yearly period, while
roughly 38% were still sitting . in the safe box (some of which
may have been repayments of loans made). 1In the Enyechukwuhia
esusu safe, no loans had been made at all, and there was N380
in the safe at the end of the year. The author asked the sec-
retary of this society why funds had not been invested in some
enterprise or the other, which could bring dividends to the
members of the society. He replied that he had suggested such
a path, but it had been rejected by members because of their
fear of the risks of investing in any short-term group enter-
prises. The author, however, heard of a rare occurrence of a
long-cycle esusu safe which had offered scholarships (long-
term loans, really) to some secondary school children nearing
completion of their studies. These were to be paid back on

the recipients' obtaining jobs after completion of their studies.
P
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In the main, however, funds do not appear to be put to alter-
native uses, therefore one cannot properly assess what their
opportunity cost might be. Though this component may consti-
tute some part of interest charges, it is most certainly not
a major part.

When the.administrative cost component is considered,
however, it appears to be a much more important factor in
interest charges. Associations and moneylenders do recognize
that costs of keeping records exist. The exercise books and
the pens for the record keeping have to be bought and the
secretaries, treasurers, and presidents who deal with loans
and record keeping have to be rewarded. Most of the rewards,
averaging around ¥4-6 per officer per cycle, are paid from
the interest payments collected, or, failing this, from the
safe contributions. The administrative cost component thus
appears to figure in the charges for interest, although the
issue of how much is at present--with the data available to
the author--unquantifiable. Suffice it to say that the sec-
retaries of associations interviewed mentioned administrative
costs as a component of their charges, though they appeared
not to regard it as very important.

The really important component of interest rate charges
in Ogwashi-Uku is, in the author's opinion, the risk component.
Long and Bottomley define risk as arising from high default
rates, although there is no indication of a cutoff point to
determine high as compared with low default rates. The author

set out to find the rate of default on loans for the sample
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of associations examined for the study--i.e., the sample dis-
played in Table 3-4. Such information was available for six
of the seven associations sampled, as can be seen in Table
3-9.

For the total of 116 loans made in these six associa-
tions, there were only 12 defaults, i.e., approximately 10%
of the loans were at least initially "bad" loans. Some asso-
ciations were later able to recover their money either because
the debtor was a member and they were able to impound part or
all of his contributions as payments, or because the debtor
had a surety who could be pressured to help make the payments

on the loans.

- Table 3-9

Number of Defaults on Loans in Selected Associlations

Association Year # Loans # Defaults
Onyeliyachei 1975 16 2
Onyeliyachei 1977 9 1
Aniuba 1977 8 3
Onyeweifeogo 1977 13 -
Enyechukwuhia 1977 - -
Ogbe-0fu 1977 70 6

SOURCE:  Field survey by author, 1977.
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An examination of the number of defaults on loans in
the sample proves it to be relatively low compared with the
interest rate charges. Does this, then, mean that the risk
factor among the Ogwashi-Uku rural community is low and
therefore a search must be made elsewhere for an explanation
of the interest charges observed? Some facts from the study,
coupled with anecdotal information from respondents and from
the study area suggest not. First, from Table 3-2 it is
noticeable that there are differential interest charges for
members and non-members. When the author asked for an expla-
nation of these differential charges, three association secre-
taries stated that their associations were less familiar with
and had less of a hold on non-member borrowers than on members.
This meant that in the case of a default for whatever reason,
the chances of recouping on the loaned funds would be less
with a non-member. For example, in the case of a member of an
esusu who had not taken his or her turn for the rotating fund,
part of the funds could later be impounded for payment, as sug-
gested earlier. The same could hold for a major safe society
member. Such safequards do not exist for non-members. In
fact, many associations, in order to increase their chances of
getting back funds from a debtor, had a rule that a debtors'
guarantor or 'surety' must be some member of the association
who at the time of the loan had not yet received his or her
rotating fund or their share of safe funds. This is to enable

impounding of such funds in case of non-payment.
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Further anecdotal information suggests that there
exists within this rural community an 'expectation' for high
default rates. That is, rural people--even given fairly
steady high incomes--are acutely aware of the vagaries of
life and the unpredictability of events. A sudden death or
illness could happen in a debtor's family or his crops could
be damaged by insects, rendering him unable to repay. Because
of this basic amount of uncertainty that is perceived in their
lives by rural people, everyone has an expectation for high
loan default rates. From the author's own perceptions in the
village, people are not unduly surprised when they hear that
a neighbor or acquaintance has been unable to repay a loan.

It is this expectation that is therefore built into the char-
ges on loaned funds, and typified by differential charges for
members and non-members. For all the reasons discussed above;
it seems certain that 'perceived or expected,' if not‘acﬁual,
risk is an important component in the interest charges--in
fact, in the author's opinion, based upon the above discussion,
it is the single most important factor.

High inflation rates may also play a part in the inter-
est charges. During the period of the study in 1977, the infla-
tion rate in the Nigerian economy hovered around 25-30% per
annum--a very sizeable rate, which would eat away at loaned
funds at low or zero interest charges. The question is, how-
ever, to what extent do the rural populace figure inflation

actively into their credit and savings transactions?
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It is difficult to answer this question. On the one
hand, the author finds it difficult to believe that rural
people who are in general very astute, would be subject to
money illusion. But on the other hand, none of the secretaries
mentioned inflation rates as a reason for high interest charges.
Moreover, it is easily recalled that participants in esusu and
safe associations do permit their funds to literally 'sit
around' with no interest payments (as would be the case with
deposits in the banks) if such funds are not loaned out. On
balance, therefore, a concrete judgement on the effect of
inflation on interest charges cannot be made, but to hazard
a guess, the author suggests that inflation does constitute
a factor, however minor, in the charges.

Finally, interest charges may be high partly, as one
association secretary suggested, to generate surplus funds for
association members. The author believes that the above inten-
tion may exist on the part of associations, but that the money-
making functions expected of such interest charges may not
materialize, because of associations' flexibility as to rene-
gotiation and complete revamping of loan terms in the case of
duress on a debtor's part. Unfortunately, except in the case
of the Ogbe-0fu major safe association, the author was unable
to put together data on total amounts collected as interest
payments on loans. In the case of the above association,
that had loaned out ¥2616 in funds by the end of the year,

only N300 had been collected as interest payments, which leads
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to the suspicion that interest rate terms were actually more
lenient than suggested by the quoted official rates.

In conclusion, four factors appear to account for the
high nominal interest charges observable in the Ogwashi-Uku
area. These are administrative costs, high expected risk,
inflation, and the profit motive. By far the most important
factor, in the author's opinion, is the high expected default
rate. At the beginning of the discussion on interest rate
structure, it was noted that this latter was of interest be-
céuse of its possible effect on the availability of credit.

At the same time, it was noted that despite seemingly high in-
terest rates, a lot of borrowing still appears to take place
from the esusu and major safes, meaning therefore a continued
accessibility of funds to a major proportion of the population.
After consideration of all the information available on inter-
est rate structures, association characteristics and behavior,
it would appear that first, effective interest rates are con-
siderably lower on average than nominal rates, thus permitting
more accessibility to funds than would have been expected, and
second, the rural people perceive association membership as
assuring them the flexibility and even support of any such or-
ganization in the event of financial difficulties, thereby
encouraging participation. In short, therefore, the author's
assertion of availability of funds and accessibility of credit
sources to a good proportion of the rural population in

Ogwashi-Uku still holds.
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An interesting issue, which points out once more the
sophisticated nature of transactions in the indigenous savings
and credit system, is that of the sharing of profits collected
on interest charges. The Ogbe-Ofu Association's secretary,
whose association had actually collected ¥300 in interest
payments, revealed an orderly predecided formula for the shar-
ing of such monies among members. In his.association, the
six executive officers were to be first remunera