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Abstract
A stokvel can in general terms be defined as an umbrella term used to describe informal
savings organisations in the African community in South Africa. Stokvels operate mainly in
black areas, and have social, economic and entertainment functions (Verhoef, 2002). The aim
of the paper is to rationalise the possible use of stokvels as a channel or conduit to give poor
households access to much-needed cash. The hypothesis that is rationalised and founded in this
paper is that stokvels in South Africa can be used in their existing form, without adjustment,
as a special purpose vehicle (SPV) and conduit to extend credit to the poor (see Smith, 2008,
for a comprehensive but accessible exposition on securitisation).
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Introduction

A stokvel can in general terms be defined as an umbrella term used to describe informal savings
organisations in the African community in South Africa. Stokvels operate mainly in black areas,
and have social, economic and entertainment functions (Verhoef, 2002). The aim of the paper is
to rationalise the possible use of stokvels as a channel or conduit to give poor households access to
much-needed cash. The hypothesis that is rationalised and founded in this paper is that stokvels in
South Africa can be used in their existing form, without adjustment, as a special purpose vehicle
(SPV) and conduit to extend credit to the poor (see Smith, 2008, for a comprehensive but accessible
exposition on securitisation).
What is there, exists and is real. The question a quantitative economist may therefore ask is
why does one have to research something like a stokvel that is already there? How does an article
contribute in this way to new knowledge? The political economic argument for such an article is
that, while one perceives outcomes from a real object, one does not know how and why the object
comes about, be it of a social or an economic origin or both, purposely instituted or naturally given,
temporary or permanent. One does not discover the distinguished properties that are the rationale
for existence by looking at the production of outcomes. To determine these aspects one has to
analyse the inner workings of the object of enquiry. One therefore has to abstract what constitutes
existence. “If this is done successfully, if the life of the subject matter is now reflected back in ideas,
then it may as we have before us an a priori construction” (Marx,1976:102), an abstract (a priori)
hypothesis to be related (tested) to the real world to determine the significance (substance) of the
abstraction. This conditioned hypothesis diﬀers in abstraction and in testing from an approach of a
priori models and (abstract) hypothesis, conditioned by a priori (abstract) assumptions and axioms
that are tested. The latter is the approach to research with which the quantitative economist is
acquainted. This approach, when solid economic theory does not form the rationale for specification
and the hypothesis, even if statistical properties point to the contrary, leaves itself wide open to
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misspecification. See for example Copeland (2000:306), Stiglitz (1981) and Summers (1985) on
market eﬃciency and, in a related argument, Davidson (1993). This “deficiency” is especially real
if the material object, the subject matter of an investigation, is dependent on time and state space
and is temporary. This is the argument for the study.
Cash and access to cash or credit is central to economic life. Because of its peculiar nature, cash is
needed for day-to-day consumption and plays an indispensable precautionary role in the smoothing
of consumption. In the presence of the illiquid and irreversible nature of the assets of the poor, their
vulnerability to random events or shocks and their uncertainty about future prospects, cash or access
to credit is much needed to smooth consumption. Access to credit is instrumental for development
through the social empowerment role it plays by motivating income-generating activity, responsible
behaviour and economic independence, taxing irresponsible behaviour and by economising on scarce
resources to be allocated to the development of alternative institutions (training and education) to
insure against real and unmanageable market-related hardship.
The formal financial sector, i.e. banks and other non-bank suppliers of credit, does not accommodate the need for credit by poor households because of the problem of imperfect information
or informational uncertainty about them and the irreducible uncertainty of the economic environment of the poor. Quantification of risk under these circumstances is diﬃcult. This means that poor
households are impede of access to cash and are without suﬃcient hedges against the severe impact of
relatively minor adverse events like temporary illness. They cannot rely on financial intermediation
and therefore remain deprived of need-based credit.
The traditional informal financial sector exemplified by stokvels is in these circumstances very
important in providing credit to poor households. Traditional institutions and instruments have
a history of success and have for some time made access to credit possible for even the poorest
of the poor. Savings and credit networks like stokvels have not received recognition or support
commensurate with their current and potential contribution to improving the living standards of
the economically marginalised majority(Baumann, 2001; Johnson and Rogaly, 1997; Mjoli-Mncube,
2003; World Bank, 2002).
Close analysis in the paper reveals that stokvels originated and function rather like collective
insurance mechanisms in many ways. It seems, that stokvels are not traditional intermediation
institutions taking deposits, supplying loans and profiting through interest spreads from transforming
time and accepting risk, as is generally believed.
Stokvels can be used as in their existing form, without adjustment, as a special purpose vehicle
(SPV) and conduit to extend credit to the poor. This paper will rationalise and found this hypothesis.
Section 2 will highlight and review the theory and literature on the role played by cash in insuring
risk and in smoothing income in general and specifically in the case of the poor. Section 2 will also
review the theory and literature on the underlying components of social securitisation that insures
liable behaviour in an irreducibly uncertain and hostile economic environment. The role played by
non-economic factors in the latter will be analysed. In section 4, the role that can be played by
stokvels to insure and smooth consumption when formally institutionalised, will be analysed. The
paper concludes in a synthesis on the ability of a pool of stokvels to act as a possible instrument
and conduit for credit to the poor.

2
2.1

Theory and literature overview
The importance of cash to smooth consumption

Cash and credit play an indispensable role in smoothing consumption when assets are illiquid. The
objective of this section is to analyse existing theoretical and empirical evidence on the role cash and
credit play to reduce transaction costs and as an insurance mechanism under irreducible uncertainty
and the high susceptibility to all kind of shocks in incomplete capital markets. Uncertainty in this
paper refers to situations where the information available on future events is vague and cannot
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be summarised by a probability measure (Epstein, 1998). The future is irreducibly uncertain in
the absence of any regularity (Davidson, 1991 and Bernanke, 1980). In an irreducibly uncertain
economic environment economic subjects rely on existing conventions, liquidity and animal spirits
to bridge irreducible uncertainty (Keynes, 1936).
Shocks are as real for poor households as for the aﬄuent, though much more devastating. Shocks
destroy not only value for the poor but basic consumption as well. The extension of credit facilities
to the poor can help to hedge against the individual risk or idiosyncratic risk that is especially
problematic for the poor, and in so doing smooths income to make the poor less dependent on and
vulnerable to costly handouts and grants from the government. Idiosyncratic risk in this paper
refers to a situation in which a portion of the population incurs income losses that do not aﬀect
aggregate consumption of the population. Evidence indicates that government programmes like
grants cannot help to solve the problem of idiosyncratic risk and are not eﬃcient and eﬀective in
reducing the eﬀects of adverse common or market shocks — losses aﬀecting aggregate consumption
— due to operational ineﬃciencies and financial constraints.
The basic theoretical requirement for smoothing consumption and full insurance is to diversify
fully idiosyncratic risk (Townsend, 1995; Treynor, 1962; and Sharpe, 1964). This can only be done
in the presence of free access to a multiple of fully reversible liquid assets, no transaction costs,
imperfect correlation between the diﬀerent assets (Markowitz, 1952), the availability of a riskless
asset (asset with riskless return), free access to loans at the risk-free rate (Tobin, 1958) and the ability
to construct portfolio which is constrained but identical to the market portfolio (Treynor, 1962; and
Sharpe, 1964). The requirements can be adhered to in theory by investing in market-related equity
trusts, indices or mutual funds.
These opportunities do not exist for the cash- and asset-constrained poor, who struggle merely
to survive. The limited, irreversible and covariant nature of their assets limits diversification opportunities, and this makes even self-insurance ineﬀective and costly. The illiquidity is due to high
switching, transferring and storing costs, uncertainty about value and the inability of these assets
to act as collateral. This leaves the poor vulnerable and exposed to adverse market (because of the
low quality of government support) and idiosyncratic shocks. The alternative is in many instances
only dysfunctional and constrained government support. The limited diversification opportunities
to smooth consumption force them under these circumstances to either self-insure at high cost, as
already indicated, or to resort to degenerating opportunistic behaviour (e.g. criminal activity) to
recover from shocks. This behaviour results in many instances in increasing ineﬃciency in the allocation of scarce resources at high ongoing cost, that drains the community as well as government
financially and socially.
Credit hedges the cost associated with the irreversible, illiquid, real capital assets of the poor in
the presence of shocks. Credit ensures relatively smooth consumption in the presence of irreversible
illiquid assets and shocks at no cost if related to the implied eﬀects of a shock. The positive role of
cash or credit originates from the dependence of the poor on the assets, and the high transaction or
reversing cost of these assets in times of shocks (Faig, 2000; Perold, 2004). Credit therefore plays an
indispensable role among the aﬄuent and even more so in poor communities in an irreducible uncertain environment (Gertler, Levine and Moretti, 2003; and Faig, 2000). In a situation of privately
owned capital and the resultant shock-susceptible environment as in the capitalist system, there is
even more reason for access to credit to insure risk (Faig, 2000).
Empirical evidence also demonstrates the economic importance of cash and access to credit
for poor households to insure against idiosyncratic risk and to smooth consumption (Morduch,
1999; Gertler and Gruber, 2001; Gertler, Levine and Moretti, 2003). Contrary evidence in this
regard (Coleman, 1999) can be attributed rather to non-liable opportunistic behaviour, due to
adverse selection and moral hazard (e.g. racketeering) and misuse due to shortcomings in the microfinance/lending mechanisms and institutions.
Cash and credit not only have a theoretical role to play in the welfare of the poor: evidence
also points to the practical role of credit. Conventional government programs to curb adverse
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shocks through subsidies, mandates, or direct government provision of health insurance and disability
insurance can therefore be supported by micro-finance programs to insure idiosyncratic risk at a
fraction of the cost of conventional mechanisms (Gertler, Levine and Moretti, 2003; and Yaron,
Benjamin and Charitonenko, 1998).

2.2

Irreducible ignorance, uncertainty and social securitisation

Formal credit is not available to poor households due to irreducible ignorance or uncertainty rooted
in high sunk or irreversible costs associated with, inter alia, small short-term loans, monitoring of
loans, default, the absence of collateral and the establishment and maintenance of financial facilities
in poor rural areas. Credit is also not available to poor households for pure risk-return reasons. Due
to the economies of scale in the financial sector and risk-return considerations, a small number of
large long-term loans are much more profitable and less risky for banks than a multiple of small
loans. The negative eﬀects of these economic considerations are multiplied by the endemic nature
of irreducible uncertainty in poverty-constrained situations. The objective of this section is to
illustrate by theoretical evidence and example that irreducible uncertainty can be bridged in the same
manner as securitisation or the managed pooling of financial assets smoothes financial return. Social
securitisation by pooling social capital assets is indirectly able to smooth income and consumption.
This is the actual rationale for the existence of stokvels (the statement will be substantiated later
in the paper).
It is assumed in mainstream economic theory that uncertainty is identical to risk — that is, a single
probability measure on a state of the world is available to guide choices or evaluate the expected
value of pay-oﬀs to diﬀerent actions (Miao, 2003; Cagliarini and Heath, 2000; Davidson, 1991). The
fundamental premise is that either individual agents and/or the market can, at some cost, obtain
reliable information about the future by analysing past and present market data (in the form of price
signals). Knight (1921; Keynes 1936) and others argue, though, that irreducible uncertainty is more
common in decision-making. If the environment is uncertain, and decision-makers are uncertain in
their information-handling capacities, then it may be unlikely that agents will have, or be able to
possess, all the information they require to make an optimal decision.
People are therefore unable to form values about the future. Critical for success in this regard is to
determine the economic-related social and psychological variables that influence and are responsible
for decisions on utility that indicate or reflect probable future behavioural patterns and that, when
considered, can assure or guarantee liable and predictable behaviour needed to bridge irreducible
economic uncertainty. Many non-economic considerations are taken into account when decisions
are made to bridge irreducible uncertainty. These non-economic considerations are very dynamic
and pliable and can be adapted to ensure desired outcomes. People in an irreducibly uncertain
economic environment obtain direct knowledge to bridge the irreducible uncertainty through direct
acquaintance and through socialising and participation that directs decisions on the future (herd
behaviour for instance). These aspects frame and act as benchmarks for their decisions about the
future under unreduced and by implication irreducible uncertainty (Kahneman and Tversky, 1979).
Social practices and conventions in a group homogenise and create certainty about future prospects:
the behaviour of the individuals contracted to the group’s practices and conventions and prospects
are insured by liability and loyalty to the group. Due to their role as a social ordering mechanism,
groups can create an environment in which the individual can avert risk and irreducible uncertainty
by pooling liability and possible loss in a collective way. The price paid for this, the monetary
payment and the loss of independence are compensated for by more certain future prospects of a
smoothed income. Social and psychological variables like collective good, loss and custom as noneconomic variables have an important role to play in the determining of preferences and the weighing
of a utility function in unreduced and by implication irreducible uncertainty (Barberis and Thaler,
2002; Kahneman and Tversky, 1979; Mashigo, 2007). The variables that influence motives are under
these circumstances not all bounded by economic nature and are manageable and can be used to
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create certainty about prospects of a smoothed income and to insure liable behaviour (Rabin, 2001).
Rather than take ignorance as irreducible and given, it is possible to find mechanisms that insure
preferred outcomes and predictable behaviour by bridging the irreducibly uncertain environment.
Ignorance can be bridged at low cost and future prospects of a smoothed income are securitised in
the group context.

3
3.1

Group lending mechanisms for insuring operational and
financial sustainable informal credit in South Africa
The stokvel and the insuring of cash

Porteous (2003) points out that micro-lending is heavily regulated in South Africa at high cost for
those involved and the legislation allows lenders to charge high interest rates. Lenders therefore do
not need to explore alternatives and the legislation has thus resulted in poor households not having
access to credit. Micro-lending institutions therefore do not serve the credit needs of the poor. The
objective of this section is to explore the possibility that stokvels can be used, with little adjustment,
as a special purpose vehicle (SPV) and conduit to extend credit to poor households in South Africa.
Diﬀerent types of stokvels exist: these take the form of savings, credit, and capital-generating
clubs, and funeral associations (Verhoef, 2002). Stokvels have a range of informal financial services
accessible to poor households that contribute to their survival and the smoothing of income. These
services are accessed through various types of stokvels, which provide finance (both savings and
credit) for food, for unpredictable and expensive events such as illness and funerals, as well as for
predictable ones like marriages and education that will aﬀect consumption (Buijis,2002; Mashigo,
2007; Newmarch, 2006; Verhoef, 2002; Wixley, 2006).
In the traditional informal financial sector, households save small amounts of cash inter alia in
stokvels and this cash is also lent or paid back directly to the households. Thus, stokvels play
an important role as economic and social instruments in smoothing consumption and in improving
the living standards and increasing the utility of poor households. The main sources of credit —
traditionally and historically — have always been in the form of informal arrangements like stokvels,
established by the households in various communities to suit their financial needs or to cushion
themselves against shocks (Mashigo, 2007; Verhoef, 2002). For this reason the sector is regarded
by poor households as an important and primary source of credit provision. The ability of stokvels
to mobilise savings and to channel small loans to small borrowers in an eﬃcient and equitable way
reduces transaction costs and eﬀectively deals with the problem of uncertainty by insuring certain
prospects.
A stokvel is in its nature and character a homogeneous, decentralised utility that caters for
(insures) the specific motives and needs of its members by insuring specific prospects that would
otherwise directly aﬀect their consumption. The members formulate their own informal rules or
constitutions through their stokvels, which are flexible and simple and which improve access to both
savings and credit to satisfy the goal function. These stokvels operate according to such rules or
constitutions and eﬀectively reduce uncertainty in this manner by changing uncertainty into risk, by
summarising the future into a probability measure. All stokvel members are involved in formulating
their own constitution and deciding how their stokvels operate. This implies member control and
mutual monitoring over the activities of the stokvels. Some stokvels have written constitutions, but
most of those in rural poor areas do not: their members know the rules by heart (Mashigo, 2007).
Given the low levels of formal education in poor communities, and because many of the people are
functionally illiterate, the terms and conditions of the constitution are written in the vernacular,
and the choice of a written language depends on the location of the stokvel. Because of members’
low level of education, the constitutions or rules are deliberately kept simple.
The constitutions are diﬀerent and depend on the type and purpose or goal function of the
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stokvel. Each member has to contribute a fixed amount in cash each month and in most cases
no penalty is imposed on late payments. It is a norm in poor communities that stokvel members
hold regular meetings, on a weekly, fortnightly, or monthly basis according to their constitutions.
Those who arrive late are subjected to a fine to stress the role played by collective rules and liable
behaviour. The constitution encourages members not to skip any payment, as this will result in, for
example, non-payment in the case of death in the family. In cases where a member needs money
urgently, there is an opportunity to borrow conditionally from the stokvel under strict rules.
Membership of stokvels is voluntary. However, in some stokvels, the constitution stipulates that
before a new member can be accepted into the stokvel, his or her reliability, trust and loyalty must
be established: for example, if a person is known to have a drinking problem or a bad paying record,
he or she will not be accepted as this would endanger his or her ability to keep up with contributions
and abide by the constitution (Mashigo, 2007). There is normally no written contract for members
when joining or leaving the stokvel as long as the member is up to date with his or her contribution
before leaving the stokvel. Members are able to leave a stokvel with little diﬃculty, although at
some cost in terms of the abdication and loss of all implied privileges. Because of the loss in terms
of personal relationships, trust, loyalty and reputation among members, violation of the rules does
not normally happen.
Of central importance in the sector are features such as reputation, trust, norms and interpersonal
networks that can improve the eﬃciency of society by facilitating coordinated actions. Groups are
formed and held together by social aspects or the knowledge they possess about one another. The
common bond between members directs the operation of the stokvel. In addition to the functions
performed by stokvels, the households like and prefer them because stokvels are also a way of
deepening friendships, and the benefits of contributing money together give households a head start
in their financial aﬀairs. The actions of a member have a bearing on others and influence the viability
of the informal financial operations. Reputation is acquired on the basis of individual behaviour that
is observed by others. The degree of information that members have about one another, peer pressure
and monitoring are found to be eﬀective ways of reducing information and monitoring costs, thereby
reducing the problem of moral hazard and adverse selection. All the knowledge — personal, social,
economic, past and present — available and stored by diﬀerent informal mechanisms in the stokvel
completes information on the individual member and creates preference and motive for a specific
outcome that makes individual decisions and outcomes unambiguous and predictable.
Stokvels therefore do not rely on collateral to guarantee loans, because social pressure and monitoring are substitutes for collateral. The members know that they depend entirely on the stokvels
in cases of financial distress and therefore adhere to the set rules or constitutions. Failure to pay
the subscription for a period may result in the expulsion of a member from the stokvel. The expelled member may be re-admitted on condition that he/she pays the arrears owed to the stokvel
in instalments and at the duly constituted meetings. This is peer pressure exerted on each member
and a strategy to maintain financial discipline, responsibility and commitment among the members,
so as to maintain an individual’s reputation and to spare him/her embarrassment upon a death in
his/her family, for instance.
Close analysis therefore shows that a stokvel, in its aims, tradition and functioning, acts more
like an insurance instrument than a savings or primitive financial intermediation institution. It
seems that stokvels are not traditional intermediation institutions taking deposits, supplying loans
and profiting through interest spreads from transforming time and accepting risk. They instead
aim to insure certain or ensured outcomes or prospects for the collective, and the monetary result
is rather an unclaimed monetary balance to the buyer of a policy in order to gain, in a primitive
way, a fair premium to insure against specific contingencies. The direct and opportunity costs of
stokvel membership do not compensate for the consumption sacrificed for greater consumption in
future — the argument for the motivation to save. Instead, current consumption is forgone to smooth
consumption in future. The payment acts as a premium paid to insure certain future outcomes or
prospects. The periodic payments of members and the once-oﬀ right on the sum of payments are,
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when analysed and in an abstracted sense, a cheap way to insure against future adverse contingencies.
In the absence of these contingencies the member receives back all premiums and sacrifices a relatively
small amount or opportunity cost (loss of interest) compensated by the right on immediate liquidity
to smooth consumption. This act has no eﬀect on consumption. The premium paid is compensated
for by reduced risk and smoothed consumption, an ideal hedge. The periodic contribution is a fair
insurance premium veiled by a discounted yearly lump sum, the actual diﬀerence between what is
received in insurance benefit and what was contributed. To contribute to and become involved in a
stokvel only makes economic sense (monetary utility received) when viewed in the context of desired
or positive prospects that will flow from a seemingly “expensive” relationship. With the payment
obligation or regular premium the buyer gets the conditional right to or claim on future cash to
smooth consumption. The organic nature of a stokvel, through its constitution or contract, insures,
by diﬀerent mechanisms (reputation, trust, norms and interpersonal networks), liable behaviour that
to a large extent eliminates the probability of social default — or insures against social default. The
view advanced here is that the mechanism of the stokvel is therefore intended to hedge against or
bridge specific adverse but irreducibly uncertain prospects to smooth consumption for the members
in exchange for an insurance premium or payment, rather than to fulfil a generic intermediation
function.

3.2

Stokvels and credit extension to the poor

The deficiencies of formal individual lending practice under uncertainty can be overcome by institutions building on “social assets” to resolve the constraints of low physical collateral in poor
communities (Murdoch, 1999; Ghatak and Guinnane, 1999). Social collateral and insurance mechanisms to address irreducible uncertainty, such as the eﬃcient tying in of borrowers, diﬀerentiating
between risky and safe members, attracting risky and safe members without discriminating on the
basis of rates or premiums, but via joint responsibility, making use of the ability to enforce and
monitor contracts and regular repayments, collateral substitutes and a consequent increase in return
on financial and social equity, naturally exist in group dynamics and give insurance against default
at relatively low cost. The objective of this section is to argue for the realignment of stokvels so
that they can act as a conduit of much-needed cash to the poor while still performing their original
traditional role.
The peer selection and lending activity in a stokvel are continuously aﬀected by a lack of economic
considerations and randomness in lending due to custom, and the social, personal and the specific
decentralised nature and origin of these institutions. Social constraints on calculable eﬃciency
include selection biases based on gender, tribe and custom when deciding on members do exist. Due
to the vulnerability to idiosyncratic shocks and collective dependence, decisions are motivated and
assessed by loss-avoiding social rationales like custom-determined thresholds and positions, rather
than conventional rational axioms when optimising utility. This, however, gives protection against
cheating and racketeering and buys certainty and sustainability in the collective at a cost much lower
than the formal screening and monitoring that occurs in the formal sector.
While social selection aspects will homogenise the group and ensure loyalty (certainty), pure
micro-financial economic considerations make it possible to discriminate without using discriminatory rates (premiums) in group lending against risky members and inducing safe members at the
same time by charging a joint liability charge, thereby making the pooling of risk more eﬃcient.
Having a joint liability charge makes it possible to charge one flat interest rate or premium and by
doing so risk-takers or risky members are not frightened away; at the same time safe members or
risk-averse members are attracted to the group. Because the probable default of risky members is
higher for the group as a whole, they will pay a higher fraction of the joint liability charge or cost
(Ghatak and Guinnane, 1999). Risk-averse and risk-taking types can therefore be induced to join the
group by low interest or premiums partly consisting of a high joint liability payment or a joint fixed
cost. The group dynamics are also changed in favour of less risky or risk-averse behaviour by the
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loss, socially and financially, when members are expelled and lose all privileges and contributions.
This joint liability charge or fixed premium means that risk-taking is more costly, and risk-averse
behaviour is rewarded (Stiglitz, 1990).
By its nature, a stokvel therefore lends itself to be used as an instrument to extend credit as
insurance to the poor in cases of idiosyncratic shock. Many economic decisions are characterised
by monetary payment in exchange for a desirable future or prospect (Kahneman and Tversky,
1979). This is especially true when one tries to reduce loss in a very uncertain environment. The
“certainty” about loss is very real for the poor and therefore motivates risky behaviour to avoid the
negative certainty for a less probable outcome with higher loss that increases exposure (Kahneman
and Tversky, 1979). By intervention, the risky behaviour can be changed. Individuals do not see
insurance as a fair loser game. They see an insurance premium as fair if the net probable gain is
greater than the current status quo, which is very daunting for the poor. Through contributing and
paying a fair price for a positive prospect, liable behaviour is motivated: “people are expected to
exhibit more risk seeking in deciding whether to accept a fair gamble than in deciding whether to
purchase a gamble for a fair price” (Kahneman and Tversky, 1979). Certainty about gains increases
aversion to losses and the desirability of gains. People, to a lesser extent, accept all randomness as
fate — the reigning force of their future prospects — and actively manage their future. Stokvels are
therefore, due to the goal function social coherence, collective liability, motives, preferences, utility
considerations (social securitised nature), microstructure considerations and the law of large numbers
(pool of pools), ideal instruments to be pooled into a vehicle to act as a conduit for extending credit
to the poor.
Pooled stokvels can under these circumstances be used as a special purpose vehicle (SPV) to
insure cash payments to the poor at relatively low cost. Banks may, for instance, sell a government
cash insurance contract (conditioned government guarantee) to a structured pool of stokvels (SPV)
as legal entity at an actuarial calculated value based on the existing history of their saving with a
bank and reserves needed to guarantee specific risk. Following normal practice, stokvels in eﬀect then
sell cash securities or credit instrument to members, who pay a flat rate premium on a guaranteed
block of cash. The premiums are paid to banks to uphold a minimum reserve at the bank, while the
surplus is divided among non-claiming members first to ascertain a fair premium to guarantee full
insurance, and the rest in ways to motivate the success and continuation of the stokvel. The bank
therefore acts as the originator of government debt or guarantees and undertakes to service the pool
of stokvels.
Through this system or SPV, banks have no increased risk, nor do they have larger capital
requirements, extra administrative cost or costs of introducing new systems. Government does not
actively have to budget and fund the extension of credit, only for impairment to honour guarantees
in case of default. The probability of default of the SPV (stokvels as a SPV), though, seems to be
marginal due to the law of large numbers and the social and economic cost for individuals in the
group who default (cheat).

4

Synthesis

Stokvels’ current ability to meet the financial needs of poor households can be considered an opportunity to help to bridge the irreducibly uncertain economic environment which limits access to
credit by the poor. Stokvels provide the opportunity for government and banks to develop mutually beneficial relationships or linkages with such informal associations to make them more eﬀective
and eﬃcient in mobilising premiums (savings) and advancing credit in poor communities. In dealing
with an irreducibly uncertain economic environment, stokvels have assured the liable and predictable
behaviour needed to supply credit.
Forming groups is a means not only of delivering savings and credit services, but of building
group skills as part of a wider strategy of financial empowerment. Group members learn to manage
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finance (savings and credit) and are encouraged to formulate their own rules about the operation of
their stokvels and impose their own discipline in relation to this finance. The long-term relationships
between members in the community — their social interaction, trust, loyalty and reputation — play an
important role as they bind the members together and teach them to manage funds and especially
to pay premiums. Individual liable behaviour is motivated by certain future outcomes or prospects.
Individuals are able to select creditworthy peers, monitor the use of loans (claims) and enforce
repayment better than the formal financial sector.
Compared to formal financial services, informal financial services generally incur very low transaction costs, require less documentation for approving claims, no proof of employment, and no
traditional collateral to secure loans. They also possess a high degree of information about the
borrowers. Stokvels can be used in this form as conduit to supply credit when needed to overcome
the consequence of a shock, in exchange for payment of a regular fair premium. Guarantees by
government will not only give relief to the poor and encourage them to self-insure at low or no cost,
but will at the same time motivate more liable behaviour.
Access to cash in this way is also instrumental to development through the social empowerment
role it plays by motivating income-generating activity, responsible behaviour and economic independence, by taxing irresponsible behaviour and by contributing to economising on scarce resources
that may alternatively be allocated to the development of institutions (training and education) to
insure against real and unmanageable market-related hardship.
However, the technical and actuarial aspects and detail and a feasibility study of the proposition
have to be researched. Formalised stokvel services like First National Bank’s InContact Pro may be
used as a platform to extend this service to insure cash for poor households. Perhaps the greatest
challenge, however, is to avoid changing the original characteristics and fine social balance of the
stokvel, as has so many times been attempted nationally and internationally, for one-sided financial
gain.This is a unique social technology and asset that, when pooled, can become a vehicle for
smoothing consumption and supporting financial and social upliftment in South Africa at relatively
low cost.
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