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Ideas for this study were first developed during the fall semester of 2007, when I studied abroad at the University of Ghana. My experience during this time as an intern at Women’s World Banking Ghana, a microfinance institution, prompted a desire to systematically analyze the logic and mechanisms of microfinance, as well as its effectiveness. More importantly, however, the friendships that I developed with women operating in a night market on campus at the University of Ghana motivated me to explore and study the strategies by which these women survived and supported their families. The result is this study, which attempts to delineate the interaction between formal and informal finance and its effect on the lives of market women. From 3rd-25th August 2008, 60 women selling perishable food items in Madina Market, an open-air market about ten miles northeast of Accra central, were surveyed. Additionally, in-depth individual interviews were conducted with a sub-sample of 22 women. The information collected will form the basis of a more extensive piece, which is to become my senior thesis. The following report outlines the theoretical motivations for this project, as well as preliminary observations based on my field experience this summer.

Here, I would like to take the opportunity to thank the Franklin Center for Global Exchange and the Krieger School of Arts & Sciences for funding this study, and Dr. Akosua Darkwah from the University of Ghana, Dr. Joel Andreas, and Prof. Karl Alexander for their continuous guidance, encouragement and assistance in making this study a reality.
In Search of a New Development Paradigm

From the legendary Robin Hood to modern-day Bono, many have sought to make poverty history. Economist Jeffrey Sachs predicts the end of poverty, at least in its extreme form, by 2025, conditional upon the availability of carefully planned aid to developing countries (Sachs 2005). Yet as it is, by 2001, an estimated 1.1 billion people still lived in poverty as measured by the minimal standard of a dollar a day (World Bank 2001). Far from historical, poverty remains very much a contemporary phenomena. 

The 1980s saw the dominance of what came to be known as the “Washington Consensus”. Rooted firmly in the traditions of neoclassical economics, the Washington Consensus promoted the dictums of liberalization, stabilization, and privatization, to be manifested in the form of the stabilization and structural adjustment policies. Yet not only were these policies insufficient in delivering developing countries out of underdevelopment, in fact, the promotion of GDP growth through the implementation of top-down, donor-conditionality-driven and outside-expert-led approaches has arguably deepened the miseries of developing countries, particularly in Sub-Saharan Africa. By the 1990s, the Washington Consensus had effectively cracked. In 1998, then Senior Vice President and Chief Economist of the World Bank, Joseph Stiglitz, argued that there was a need for a “post-Washington Consensus” developmental paradigm (Stiglitz, 1998). 

The Rise of Microfinance
It was against this backdrop that a set of relatively unusual financial institutions prospering in distant corners of the world—especially Bolivia, Bangladesh, and Indonesia—caught the attention of scholars and policy-makers. United under the banner of microfinance, these institutions shared a commitment to serving clients that have been excluded from the formal banking sector. Most of the borrowers were self-employed, taking loans of less than US$100, and repaying over several months or a year. Instead of requiring borrowers to put up collateral, many of these institutions looked to innovations such as “group-lending” contracts as the key to their successes. With widely publicized successes, microfinance seemed to offer a win-win solution to the development debate, if not a new developmental paradigm. For advocates leaning left, microfinance promoted a “bottom-up” approach, giving attention to community, focusing on women, and, most importantly, aimed at helping the underserved. For those leaning right, microfinance promised prospects of alleviating poverty while providing incentives to work, making use of mechanisms guided by market forces, and acknowledging the effectiveness of non-governmental leadership. Microfinance, it appeared, offered a market solution whereby both financial institutions and poor clients could profit (Morduch, 1999). 

The Persistence of Informal Finance
One question which is less often considered, but no less intriguing, is how the emergence of formal microfinance affects the poor’s availability to, and reliance on, informal finance. The concept of microfinance is neither novel, nor did it come down from the academy or from high-income countries with well-established and extensive formal banking sectors. Rather, many of the local enforcement mechanisms which are key to the success of microfinance programs have long been used in traditional, group-based modes of informal finance, such as rotating savings and credits associations (ROSCAS) (Belsey, Coate, & Glenn Loury 1993). Indeed, although some have argued that informal finance may be a “transitional phenomenon”, and that market liberalization would enable the formal sector to expand and thereby eliminate the need for informal finance (Steel, Aryeetey, & Hettige 1997), numerous studies have commented on the remarkable persistence of informal institutions (Jain 1999; Biggs 1991; Tsai 2002). Just as capitalist accumulation in the formal sector of the labor market relies heavily on informal workers to absorb much of the reproductive costs of formal labor and help constrain the expansion of the relatively costly formal sector working class, so it might be reasoned that, by servicing the sub-population which is excluded from formal finance, and by acting as an intermediary medium through which formal finance can penetrate into the stratum of non-economy, informal finance services the growth and development of formal finance.
Creative stratification: Ghana’s financial sector
Unlike in China, where the state has sought to outlaw small financial intermediaries, or in Ethiopia, where only a single category of licensed rural and microfinance institutions (RMFIs) is allowed, in Ghana, a tiered system of different laws and regulations for different types of institutions has evolved, largely in response to local conditions, needs and institutional developments. The result is a diversified financial system stratified into three categories: formal, which includes commercial banks and non-bank financial institutions (NBFIs); semi-formal, which includes non-governmental organizations and credit unions; and informal, which covers the wide range of long-established and highly institutionalized activities known as susu, which includes individual savings collectors, rotating savings and credit associations, and a savings and credit “club” run by an operator (Steel & Andah 2003). Whereas the market niches that each sector served had been more distinctly demarcated, developments in recent years have blurred these boundaries and given rise to interaction across sectors. In particular, there have been numerous attempts of the formal sector to penetrate the informal sector. 

Since the passage of the Financial Institutions (Non-Banking) Law in 1993, there has been a rapid growth in the number of NBFIs. For instance, the number of savings and loan institutions went from a mere 2 in 1994 (Steel & Andah 2003) to 14 in 2008 (Bank of Ghana, 2008). These institutions usually target those populations which were once exclusively served by informal finance, and many offer products similar to the services offered in the informal sector such as group loan products. The potential of the welcoming regulatory environment, in combination with the presence of a well-established informal sector, has encouraged global capital, too, to also join in what is appearing more and more like a scramble for profits. In mid-2006, the high-street bank, Barclays Bank Ghana, piloted an on-lending scheme, whereby Barclays would provide loans to informal susu collectors, who would, in turn, appraise end-clients who have expressed interest in taking a loan (FinMark Trust 2007).  

These attempts to “absorb” the informal sector into the formal sector are paralleled by aspirations of the informal sector to “upgrade” to a formal status in order to preserve their own existence. One informal susu collector I met in Madina Market sums up the mechanism of the “financial food chain”:
Nowadays there are more and more banks. They didn’t use to come here to the market, but now they are here. They take away our clients. Yes, we can feel it. They usually take the customers with the growing business. As [the customers’ businesses] grow, they go to the bank. But without us, they cannot rise up to the level of the bank. Without us, banks may not even see their customers. So the banks must be very grateful for us. But they don’t even come and thank us for raising such customers for them. We train them to save, and they go to the bank. Banks should join hands with us, so they don’t take our job away from us. Maybe they should let us work in the bank, so that we don’t close our doors. (Fieldnotes 2008)
Fictitious Development?

The interaction between formal finance and informal finance should theoretically be beneficial to all parties involved: it would extend the superior ability and security of formal finance to the informal sector, and allow the formal sector to share the informational advantage that informal finance enjoys. Yet the incomplete penetration of formal finance into the informal sector combined with the retreat of informal finance from the lowest strata of the market in an attempt to acquire formal status has left many—among these, market women—in an ambiguous position. During my time in Ghana this summer, I have observed two particularly puzzling phenomena.


The first is women’s appraisal of the effects of microfinance on their lives. When asked whether the establishment of microfinance institutions around the market has benefited women in the market, almost all women have instantaneously given positive replies. Yet when probed to explain the ways in which women have benefited, most women have given responses similar to this one:
As for the bank, yes, they have helped. Of course they have helped. I have heard they give money [loans] to many women. But as for me myself, I don’t use the banks. (Fieldnotes, 2008)

In fact, out of the 60 women surveyed, less than half have ever held accounts at any formal banking institution, and only three—all of whom had businesses other than selling perishable food items in the market—had ever received loans. The vast majority of the women either saved on their own, or relied on services provided by local susu collectors.

This leads to the second puzzle of why women prefer the services of susu collectors over the services of banks. The word susu means “to save” in various Ghanaian local dialects, and wide range of susu clubs offer various savings services. Traditionally, susu clubs have been locally initiated and entirely self-managed by their members. Typically, susu clubs are formed by members who agree to make regular contributions to a fund which is given, in whole or in part, to each contributor in rotation (Aryeetey & Aryeetey 1996). For instance, a certain number of market women may agree to place a set amount of savings into a pool each day. The number of participants in the group usually equals the number of months of operation that the group agrees upon. The group then randomly selects the month in which each individual will receive the full lump sum deposited in the pool by the group. Once all the participants have had their turn, the group has the option of continuing, expanding, reducing its size, or dispersing (Aryeetey & Gockel 1991). This arrangement does not allow participants to make any net gain, but all members apart from the last in the rotation can benefit from the scale of group-saving to receive their total contribution in advance as a quasi-loan. Over time, however, the mode of operation of susu’s has shifted from a group-savings model to an individual-savings model that resembles that provided by formal banking institutions. For instance, most of the women surveyed who were members of a susu club would deposit a set amount with the local susu collector, who would come to them each day to collect the deposit. At the end of each deposit term, usually 30 days, the women would receive what each of them had deposited throughout the term, minus one day’s worth of deposit as service charge to the susu collector. Given women save as individuals and do not receive advanced payments under this savings model, it is puzzling why they should prefer a savings model that yields negative interest over saving on their own, or better still, saving at the bank, which provides not only positive interest, but also security.
Banking for Market Women

When asked to describe loan services offered by formal banking institutions, one woman provided the following description:

People who go into loans, they get diseases. The banks, they stress you, so you can’t sleep, and you get hypertension. Yes, the banks, they give you money, but they take everything from you again, down to the very last cent. Every week have to pay, every week, but if the market is not good, you can’t pay, and they will take you away to police station and lock you. That is not good. (Fieldnotes 2008)
While this does not explain market women’s preference of local informal susu collectors over formal banking institutions, this description is telling of the pervasive impression of formal banking institutions as rigid, inconvenient and almost unreasonable. Although the vast majority of the surveyed women were attracted by the security offered by formal banking institutions and expressed the desire or aspiration to save there, most of them also felt that this, at least for the time being, was an unreachable dream.  

Almost all of the surveyed women reported a habit of saving, even if the amount of savings was minimal. This habit relied, however, on an external source of discipline. As one woman put it, if it were not for her susu collector who came around to collect her money each day, she would not be able to save, since there would always be the temptation to spend the money on something more pressing—a crying child, a relative who comes for help, or the burning desire to buy a new dress. Local susu collectors, then, provide a discipline service to their doorsteps without being overly rigid—women can contribute according to their ability and volatile sales. More importantly, withdrawals are far more convenient with local susu collectors: susu collectors deliver cash to the women’s doorsteps on request, without the women having to fill out any forms. Since ATM cards are not widely used in Ghana and ATM machines are far and few between, to withdraw from a formal banking institution usually means physically going to the institution, waiting in line, and filling out forms that women might not know how to read. This effectively translates into lost sales, as well as humiliation. 

Many market women are also reluctant to save at formal banking institutions because of the small size of their savings. More than one woman has commented, “As for now, my money is small. But when I have more money, I will go to the bank.” (Fieldnotes 2008) Due to the small scale and small profit margin of their businesses, many of the women only manage to put aside about one Ghana Cedi (approximately one US dollar) per day as savings. This saving habit does not, however, translate into accumulation, since at the end of the month, most women, being the financial support of their families, will have to use this sum to pay for household costs and other expenses, such as their children’s school fees. The inconvenience of frequent withdrawals and the belief that formal banking institutions are “only for the big sellers” impel many of the market women to rely on local susu collectors, despite the well-known insecurity involved, such as the risk of the susu collector running away with deposits. Indeed, some women have commented that the risk of susu collectors running away seems to have increased in recent years, possibly due to the competition and pressure from formal banking institutions.

What many market women do not know is that minimum deposit requirements at formal banking institutions are largely a thing of the past. For many of the formal banking institutions which have branches in Madina Market, a savings account can be opened with a minimal of five Ghana Cedis (approximately five US dollars), and there are no minimum balance requirement. In recent years, too, many microfinance institutions targeting populations such as market women have adopted strategies to meet the needs of their clients, such as sending out bank officials to collect deposits, providing the same door-to-door service that local susu collectors provide. Yet it only takes the negative experiences of a few market women for the effects of these advancements to be reversed—the tales of fellow traders’ negative experiences will reinforce existing assumptions and misconceptions of formal banking institutions, and make market women less receptive to the new options that are now open to them.
Development Policies with Local Understanding

One motivation for me to study abroad in Ghana in the fall semester of 2007 was that, as a student of sociology interested in development issues, I felt that it was important for me to gain exposure and first-hand experience of living in a developing country. My experiences in Ghana this summer have only confirmed my belief that development policies cannot be effective without the understanding of the local situation and the specific needs of the local people. Microfinance as a development paradigm has huge potential for improving the lives of millions around the world. Yet as this study shows, the generic implementation of microfinance fails to significantly improve the lives of market women in Ghana. There is great room for improvement for microfinancial services, yet as it is, the failure of formal banking services to access market women, and the pressure that the formal sector exerts on the informal sector have arguably left market women in a vulnerable position. 
