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FOREWORD

happy to write a foreword to this book published in 2012, the International Year of

Cooperatives as declared by the United Nations General Assembly. This history
started in January 1889 in Urmitz, my home village in Germany, when 15 people founded a
cooperative savings and credit association, among them six farmers and six small
entrepreneurs. Each member bought a share of 1 Mark (approximately one day’s wage at the
time) and contributed 2 Mark of savings. Annual interest rates were set at 3.5% on deposits
and 5.5% on credit balances. At minimal costs and no loan losses, the association turned a
profit from the first year onwards. Several factors contributed to its growth: forty years of
prior history of a self-help movement, the existence of a federation from which the association
borrowed 15,000 Mark, and the passing of a revised cooperative law in May 1889 which did
away with greatly disliked joint liability. In 1934 credit cooperatives came under the banking
law. Ever since, Urmitz had its own Raiffeisen Bank, where my family held its accounts.
Today the village has its own industrial zone, with financial services provided by the
Raiffeisen Bank, now a branch of a larger, impressive cooperative banking entity covering
several neighboring villages.

C ooperatives are part of my family history. This is perhaps the main reason why I am so

The relevance of this history lies in its relationship to poverty, self-help, development and,
last not least, legal recognition. The idea of cooperative self-help associations had come up
during the famine of 1846/47 when many in Germany lost their property to moneylenders, or
their life. The first initiative, by Raiffeisen, mayor of a small village across the Rhine from
Urmitz, was charitable. But this was not sustainable, and limited in outreach. This is where a
parliamentarian, Schulze-Delitzsch stepped in. He introduced the concept of self-reliant self-
help groups, functioning as local banks. They were owned, managed and governed by their
members, and self-financed from shares, savings and retained earnings. The first urban group,
later called People’s Bank, was established in 1850/52, followed in 1864 by the first rural
group, later called Raiffeisen Bank. The groups soon formed federations and central funds for
back-up services, including liquidity exchange, auditing, linkages with commercial banks, and
advocacy. A crucial issue was legal status, at a time when any grassroots movement raised the
suspicion of the Government. As a parliamentarian in Berlin, Schulze-Delitzsch was able to
move the legislative process forward. This led to the first Prussian cooperative law in 1867,
expanded nationally in 1871/73 and revised in 1889. By 1914 there were 19,000 credit
cooperatives in Germany, backed up by a complex institutional infrastructure. Every village
had its Raiffeisen Bank, every part of a city its People’s Bank. Today, 30 million, out of a
population of 83 million, have an account with a cooperative bank in Germany.

Here are the basic tenets as they evolved in Germany, replicable, on principle, in any country,
albeit over a much shorter time period: self-help and self-reliance based on savings
mobilization; self-determination and self-governance, keeping government at bay; local area
outreach and local enterprise promotion, with lasting house-banking relationships; individual
savings and credit accounts rather than group credit; limited liability (together with
collateralized lending) having replaced joint liability (after 1889); a legal and regulatory
framework integrating credit cooperatives into the formal financial sector; indirect (delegated
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or auxiliary) prudential supervision' through auditing federations, enabling the central bank to
effectively supervise large numbers of small institutions.

After 1889, as the movement spread around the world, these elements were generally applied
in Western countries, like the Netherlands and Canada where champions of Raiffeisen
introduced cooperative finance in 1896/97 and 1900, respectively. The most spectacular
growth occurred in British India, where Sir Frederick Nicholson had been sent to Europe in
1894 to study solutions to the perennial problem of extortion by moneylenders and rural
poverty. He came back with a report, summarized in two words: “Find Raiffeisen!”
recommending the introduction of cooperative credit societies modeled after those in
Germany. Several experiments were made (pilot projects in today’s parlance) and evaluated
by a committee. In 1904, this led to the passing of a Co-operative Credit Societies Act both in
India (and also in Burma), the first of its kind in the colonies. Self-financing and self-
governance kept the movement growing, resulting in some 50,000 societies within 25 years.
As C. F. Strickland?®, registrar of cooperatives in India, noted in 1922: “The credit movement
of British India is not working with official money: about 50 per cent of its capital consists of
small shares contributed by the members and the surplus accumulated from the interest on
their borrowings: another 10 per cent consists of deposits by the members themselves: the
remainder is commercial credit.

The societies are not managed by government or by officials: they are in the hands of their
members, subject to an audit prescribed by and carried out by non-officials under a decreasing
official supervision”. But in contrast to Germany and other Western countries, in India it was
the government which had taken the initiative — a “pre-natal defect” in the words of a
contemporary writer’, followed eventually by state governments taking over the governance
and financing of the credit cooperative system. Government was not kept at bay, and the
result was disastrous. As of 2006, 51% out of 106,000 primary agricultural cooperative
societies®, and 26% out of 1,112 cooperative banks, incurred losses’. India is now struggling
with a gigantic task: restructuring and reforming the credit cooperative sector, in a country
where 135 million shareholders of credit cooperatives form a constituency of voters no state
government is willing to ignore at election time. Over the past fifty years, many developing
countries and their international donors have engaged in similar forms of irresponsible
finance, mostly setting up state-owned agricultural or cooperative development banks and
using credit cooperatives as channels of subsidized credit, thus undermining their self-reliance
and sustainability.

How to proceed establishing a credit cooperative movement if no champions are forthcoming,
like Schulze-Delitzsch and Raiffeisen 1847 in Germany, d’Andrimont 1864 in Belgium,
Luzzatti 1865 in Italy, Desjardins 1900 in Canada and many others? In all these cases, the
government has been kept at bay. Is there a role for government in credit cooperative
development? The experience of India has been mixed: a positive limited role of government
during the first third, and a rather negative, interventionist role during the second half of the

' Cf. Carlos E. Cuevas and Klaus Fischer, Cooperative Financial Institutions: Issues in Governance, Regulation,
and Supervision. World Bank Working Paper No. 82. Washington D.C.: World Bank, 2006

2 C.F. Strickland, An Introduction to Co-operation in India. London: Milford, and Bombay: Oxford University
Press, 1922, p. 51

3 Bernard Huss, People’s Banks, or Use and Value of Co-operative Credit. Natal, 1924, p. 83

* PACS, functioning predominantly as credit cooperatives.

> NABARD, Annual Report 2006-2007. Mumbai: NABARD, 2007, p.87
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20™ century. A fresh start has been taken in Andhra Pradesh in 1995, with the passing of a
new Mutually Aided Cooperative Societies (MACS)' Act, placing their governance fully in
the hands of elected members and submitting them to their own rules and regulations, without
an involvement of government; other states followed with similar laws. Since then 164,000
federations of self-help groups have been registered in India under such laws® — a hopeful
fresh start for responsible cooperative finance.

The most inspiring case presented in this book® for a strong and constructive role of
government in credit cooperative development has evolved since 1993 in Vietnam. The
People’s Credit Funds, seemingly a paradox, are a genuine self-help movement, yet one
which has gained its strength and vitality from the government which has appointed the
central bank as their regulator, training agency and supervisor, yet without undue interference.
The government has not used them as credit channels, and has not spoiled them with
subsidies. To the contrary, the PCFs pay income tax up to 28%, varying by province.

The experience of most developing countries with cooperative credit has been mixed,
including Nigeria’s, which in a way is also part of my personal history. As a student at Ibadan
University (now University of Ibadan), I first came across the esusu in 1963/64, a ubiquitous
savings and credit association, with different names in the various parts of Nigeria, which I
later learned existed in many countries, and in Nigeria as early as the 16™ century. They met
all the tenets listed above as success factors of the German movement, except two: federation
formation and a legal and regulatory framework. Strickland’s verdict against them in 1934
was one reason why they were disregarded.” In 2012, they are still the most widespread
financial institution in Nigeria, in terms of numbers and outreach; but the few efforts at
modernizisng them and bringing them into the formal financial sector have failed, as shown in
this book.

Moving away from German credit cooperatives, the esusu inspired me to my first book
publication, on Indigenous Cooperatives in Africa.® They also made me an advocate of
upgrading informal financial institutions such as self-help groups (SHGs), or, where this was
not feasible, linking them to banks’, propagated as SHG linkage banking by APRACA in Asia
Asia and AFRACA in Africa, including Nigeria. In India, SHG banking has enabled 7.5
million SHGs, informal cooperatives with 100 million members, to open bank savings

" In contrast to government-aided cooperatives.

2N. Srinivasan, Microfinance India, State of the Sector Report 2010. New Delhi: Sage Publications, pp. 29-30.

? Seibel and Thac, Growth and Resilience of Credit Cooperatives in Vietnam

* C.F. Strickland, Report on the Introduction of Cooperative Societies into Nigeria. Lagos: Government Printer,
1934

> Marx and Seibel, The Evolution of Financial Cooperatives in Nigeria

% H. D. Seibel and Michael Koll, Einheimische Genossenschaften in Afrika/Indigenous Cooperatives in Africa.
Bertelsmann Universitétsverlag, 1968

7 Seibel and Marx, Mobilization of Personal Savings: through Cooperative Societies or Indigenous Savings and
Credit Associations? Case Studies from Nigeria. Third International Symposium on the Mobilization of Personal
Savings in Developing Countries, Yaoundé 1984. New York: United Nations, 1985; Seibel, Saving for
Development: A Linkage Model for Informal and Formal Financial Markets. Quarterly Journal of International
Agriculture (Berlin) 24/4, 1985: 290-298; Seibel, Old and New Worlds of Microfinance in Europe and Asia. Pp.
40-57 in: Aditya Goenka and David Henley, eds., Southeast Asia's Credit Revolution: From Moneylenders to
Microfinance. London: Routledge, 2010
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accounts; 4.8 million SHGs have a bank loan outstanding (31/3/2011), paralleled by the
emergence of 164,000 cooperative SHG federations.'

Perhaps there are lessons to be learned by Nigeria and other countries when it comes to
cooperative finance. What has been missing in cooperative development? Where are the
dividing lines between due promotion and undue interference? In a diverse country like
Nigeria, are these to be determined in each particular case, do they gradually evolve, or are
they to be defined categorically and for all cases? We hope that this book will inspire
researchers, policy makers and practitioners to find answers to such questions.

We have not yet reached the boundaries of the wide field of cooperative innovation.

Prof. Emeritus. Hans Dieter Seibel
University of Cologne,

Germany

22 April 2012

' Seibel, SHG Sector Own Control: an Approach towards Self-reliance and Sustainability of the SHG Sector in
India, MicroFinance Review (Lucknow) IV, 1, 2012; N. Srinivasan: Microfinance India, State of the Sector
Report 2011. New Delhi: Sage Publications, 2012
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Cooperative Finance in Developing Economies

Chapter 1

INTRODUCTION

Onafowokan Onabanjo OLUYOMBO

THE BEGINNING

2009 declaring year 2012 as the International Year of Cooperatives'. This is to
showcase the contribution and impact of cooperative to the socio-economic well-being
of the participants among other reasons.

g I Yhe United Nations General Assembly passed a resolution 64/136 on December 21,

It was in view of the above that a call for papers was made in 2011 by the editor after
receiving an approval, reference number 20110809002 on August 9, 2011 from the
International Year of Cooperatives Secretariat at the United Nations, USA. We also have the
privilege of using the 2012 International Year of Cooperatives logo (see the book cover) for
the call for papers, cover of the book and other documents for this book project. The papers,
which should be original and should not have been published, submitted, or under
consideration for publication elsewhere were to focus on challenges, impacts and prospects of
cooperative finance and microfinance arrangement in developing nations.

I have the good pleasure of informing you that the outcome of the above call for papers is this
book - Cooperative Finance in Developing Economies - which contains papers from notable
members of the academia from four continents - Africa, Asia, Europe and North America.
Specifically, twenty nine authors from nine countries namely Canada, France, Germany,
Italy, Nigeria, Senegal, Spain, United Kingdom and Vietnam contributed to this work.

The scope of the book includes all forms of cooperative and microfinance arrangements such
as Cooperative Society, Cooperative Bank, Informal Microfinance, Credit Union, Thrift and
Credit, Multipurpose Cooperative, NGO, Farmers and Traders Cooperative.

THE BOOK

Cooperative and Microfinance arrangement which include but not limited to: Capital
formation and loan administration, Corporate governance, Country comparison and
analysis, Financial intermediation and social capital, Financial sustainability, Impact
assessment and evaluation, Integration into formal financial system, Management and
members — relationship and conflict, Micro and small scale enterprise development, Poverty

F I Yhe book covers both the theoretical and empirical research in different areas of

"I would like to thank the International Year of Cooperatives Secretariat at the United Nations, USA,
for the approval to use the 2012 International Year of Cooperatives logo for the call for papers, cover
of the book and other documents for the book project.
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reduction and economic development, Products and services delivery models, Regulation,
policy and control, Risk management and insurance, and Women empowerment and gender
issues.

PLAN OF THE BOOK

his book is organised into nineteen chapters. The first chapter is the introduction

written by Oluyombo. Chapter two by Marx and Seibel is titled the Evolution of

Financial Cooperatives in Nigeria: Do They Have A Place in Financial Intermediation?
Their paper looks at the evolution of financial cooperatives in Nigeria, compares them with
other financial service providers, and looks at some causes of their success and failure. They
started by juxtaposing informal beginnings of microfinance centuries ago: in Germany, where
appropriate regulation and legislation eventually turned them into savings banks and
cooperative banks as a major part of the banking sector, and in Nigeria, where a similar
approach was discussed but discarded early on, and formal and indigenous informal financial
institutions (esusu) have continued to operate side by side. The main focus of the paper is on
the rise of financial cooperatives, their decline due to both government intervention and
neglect, and the differential experience of financial cooperatives with and without an
indigenous base. This includes the historical experience in Nigeria with three strategic
approaches to indigenous savings and credit associations: transformation to cooperatives,
institutional upgrading, and bank linkages. They conclude with a discussion of whether or not
there is space for financial cooperatives in Nigeria, and whether substantive results could be
expected in case substantive policy changes would be made.

The focus on chapter three by Ighomereho, Dauda and Olabisi is Making Cooperatives
Effective for Poverty Alleviation and Economic Development in Nigeria. The authors argue
that cooperatives are veritable tools for poverty alleviation and economic development
because they enhance individual savings and access to investment credit. Cooperatives
improve macro and micro level incomes, create employment, enable the procurement of
commodities, increase productivity and ensure food security. However, they noted that
performance of cooperatives in Nigeria has been hampered by numerous challenges such as:
poor governance, limited management skill, inadequate fund, limited access to investment
credit, ineffective implementation of government policies, resistance to change, inadequate
education in cooperative operation and inadequate marketing activities. Several solutions have
been proffered to making them vibrant and relevant in developing economies, but the
peculiarity of the challenges confronting the subsector in Nigeria call for a need to align them
to address the issues of poverty alleviation and economic development in the country. This
paper proposed cooperative marketing, cooperative management and cooperative financing
with government assistance as relevant solutions.

The Role of Informal Microfinance and Cooperatives in Poverty Alleviation and Economic
Development written by Pedzinski and Odoemenam in chapter four contend that insight
into the role of microfinance in poverty alleviation and economic development is relegated to
an analysis of formal institutions, largely because of the recent exponential growth of formal
Microfinance Institutions (MFIs) and the difficulties in measuring informal sector activities.
Nevertheless, especially in the case of large developing economies like Nigeria where as
much as 70% of economic activity occurs in the informal sector, the inability of formal
institutions to reach the vast majority of the unbanked population necessitates a look into the
realm of informal microfinance, not as an alternative, but as a continuation of a long history
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of transactions rooted in traditional social networks. This paper uses secondary sources and
analysis of three disparate case studies on informal cooperatives completed in Nigeria
between 2008 and 2009 to identify the role of informal financing mechanisms in contributing
to poverty alleviation and economic development in a local context. Their findings reveal that
the significance of informal microfinance in Nigeria is aligned with the inherent strengths of
social capital vis-a-vis strong kinship networks and mutual dependence. These characteristics
contribute to the grassroots relevance of informal institutions, a key element lacking in formal
MFIs, especially as they commercialize and stray from their social bottom line. They
recommend that the informal microfinance should be re-evaluated for its strengths in reaching
those who are still excluded from ‘inclusive financial systems’, i.e. those at the bottom of the
pyramid.

Ikomi’s paper in chapter five is on the Role of Insurance in Managing Microfinance Program
Risks. The paper reveals that many of the microfinance institutions accept deposits directly or
indirectly like commercial banks. As a result of the acceptance of deposits and granting of
credits, the MFIs are exposed to the risks associated with this type of trade, because MFIs
give out loans without asset based collaterals. The above fact makes it very imperative for
MFIs to set up sound risk management techniques that will be very efficient in forestalling
possible loan default. Considering the popularity of MFIs operations across nations, the paper
examines different types of risks that exist in microfinance program and what the insurance
companies can do to support the microfinance in order to mitigate the risks. This can be done
by setting up an intelligent and professionally driven risk management system that will apply
modern techniques in dealing with all the types of risks inherent in microfinance business
endeavours. In chapter six, Founanou and Ratsimalahelo discuss Regulation and
Supervision of Microfinance Institutions: An Example of Cooperative Credit Society. They
studied the optimal regulation of a cooperative credit society which has private information on
the intrinsic quality of its loan portfolio (adverse selection) and where the cooperative’s
choice of effort to improve this quality cannot be observed by the regulator (moral hazard).
The paper characterizes the optimal contracts offered by the regulator to the credit
cooperatives. Their paper reveals that the optimal contracts depend on three main factors
namely: the accuracy of the supervisor’s signal, the likelihood of facing a high quality credit
cooperative, and the cost of supervision.

The Place of Cooperatives in Nigerian Microfinance is the focus of chapter seven by
Oluyombo. The paper creates a clear understanding of some basic and essential aspects of
microfinance and cooperatives across the world with special emphasis on Nigeria. Discussion
and clarification of contextual aspects of microfinance and cooperatives in the chapter enables
the author to provide working definitions and explanations of different terms used in these
areas of study which may be different from the way it was used by other studies. The paper
also provide a microfinance definition model that is useful for creating a niche in the delivery
of micro and cooperative finance services to both the rural and urban dwellers. This is
important, because the author used this background information to explain and discuss the
different types of formal and informal microfinance service providers in Nigeria and their
operations. Determinants of Microfinance Banks Sustainability in South-Western Nigeria
by Fajonyomi and Jegede in chapter eight employed secondary annual panel data collected
from 80 microfinance banks in Lagos and Ondo States over a period of six years from 2005 to
2010. Generalized Least Squares Method and Panel Ordinary Least Square Method were
employed to analyze the relationship between determinants of sustainability of the sampled
microfinance banks. Their study finds that microfinance sustainability is positively and
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significantly determined by loan delivery method, average loan size and amount of funds
available to the microfinance bank. The result observes that poor sustainability precipitated
the collapse of microfinance banks in south western Nigeria. Microfinance banks are
encouraged by the authors to put emphasis on the identified determinants starting with loan
delivery method and average loan size followed by debt-equity capital. Microfinance banks
must also focus on the real effective lending rates for improved sustainability.

An empirical study on the Performance of Microfinance Banks in Financing Agricultural
Cooperative Societies in Rural Nigeria by Onugu is in chapter nine. His study used
Anambra State as a case. Eighteen rural based Microfinance Banks (MFBs) and one hundred
and twenty Agricultural Cooperative Societies (ACSs) linked with the banks and drawn from
the three geo-political zones in Anambra state were used for the study. Data was collected
through structured questionnaire and group-focused interview. Descriptive statistic tools,
simple and multiple percentages and means were used for the analysis of data. The study
found that the main source of financing the ACSs, are through share capital, annual reserve,
thrift and savings of members and the MFBs. The key financial product targeted at ACSs
includes group-savings and group-credit. The ACSs certified they had access to funds from
the MFBs, though its impact in enhancing their farming activities was not very satisfactory.
Notable challenges to the funding of the ACSs include: poor monitoring and supervision of
loans; insufficient fund to meet the needs of the societies; inadequate credit staff; and high
interest rates on loans. The researcher recommended that efforts should be made to raise the
financial resources available to the MFBs. Equally; the non-banking service functions of
MFBs should be emphasized to develop the ACSs, and aid their effectiveness. Finally, there
is need to sustain the training of credit officers of the MFBs as well as re-orienting their focus
to field operations.

Financial Services Cooperatives, Public Policy and Financial Inclusion: A Perspective From
Latin-America is the focus of chapter ten by Buendia-Martinez and Tremblay. They argue
that the 2008 international financial crisis highlighted the greater stability of financial services
cooperatives (FSC) and its contribution to lower the systemic risk of financial systems in
countries in which they have a significant share of the financial market. This phenomenon has
resulted in a resurgence of attention in the cooperative form of financial organisation and its
contributions to other economic challenges such as local development and financial inclusion.
Globally, FSC are increasingly viewed by public policy makers as contributors to the needed
diversity of actors in the financial sector. Their paper provides an updated vision of FSCs in
the Latin-American region, with particular attention to the Brazilian and Mexican cases as
remarkable examples of public policy applied to reducing financial exclusion through
cooperative institutions. Financial inclusion is a major issue in public policy agendas as a
consequence of its effects, namely, reducing social exclusion and enhancing economic
growth. In the Latin-American region, the profile of FSCs in the banking industry is
heterogeneous. The authors note that there is an important disparity among the various
countries owing to the variety of forms of institutionalization of FSCs in financial systems.
Brazil and Mexico are ahead of others in the implementation of financial public policy, in as
much as FSCs are key institutions in facilitating banking services for more than seventy
million people.

In chapter eleven, Balogun, Akinlade and Campbell empirically examined the Impact of
Microfinance on Rural Households. A multistage sampling was employed for the study. Ekiti
and Osun states were randomly selected from the six states in Southwest Nigeria. This was
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followed by random selection of two Local Government Areas (LGAs) from each senatorial
district of the states. Thirty Microcredit Groups (MGs) were randomly selected from each of
the selected LGAs. Three hundred and ninety nine respondents were randomly selected from
the MGs. Data on household demographic characteristics and microcredit variables were
collected with structured questionnaire. The data were analysed using descriptive statistics.
Their study identified five microcredit sources patronize by rural households namely
Commercial Bank; Cooperatives; Governmental Agency; Local Money Lenders and
Friends/Family. They found that the average microcredit granted by these sources was
N15,739.35 £ N1,026.81 representing only 44.2% of the total credit needs of households. The
time lag for credit was 4.65 + 3.35 weeks with a payback period of 7.30 + 4.63 months. Half
of the amount requested as loan from credit sources was granted and this required that credit
delivery needs to be strengthened. Impact of Microfinance on Occupational Choice and
Performance of Women Entrepreneurs by Oyetayo in chapter twelve empirically assessed
the extent to which microfinance; formal and informal has been able to reach out to clients
especially female entrepreneurs. As an intervention program, female entrepreneurs’
membership of either formal or informal microfinance is expected to help co-ordinate their
business activities and help overcome constraints to business productivity. In the study,
neither formal nor informal microfinance in terms of capital (external) provided, has made a
significant impact on the business activities of the women studied. Although informal has a
high probability to impact on business productivity at (t=-1.95, p< 0.05), while the capital for
formal is insignificant at (t= 0.53, p> 0.05). However, in their separate categories, the author
found that each of them has been able to help mitigate some of the constraints to business
productivity. She recommended a synergy between formal and informal microfinance, while
women entrepreneurs are encouraged to belong to both programs to enjoy their
complementaries

Seibel and Thac examine the Growth and Resilience of Credit Cooperatives In Vietnam in
chapter thirteen. The paper reveals that credit cooperatives first emerged in the mid-1850s
in Germany as savings-led self-help organisations, without government subsidies. As they
spread around the world, governments in many developing countries used them as credit
channels, thus undermining their self-reliance and self-governance. The authors argued that
there is a dearth of developing countries that may serve as models for a sustainable self-reliant
credit cooperative movement. Vietnam, with its People’s Credit Funds (PCFs) is one such
country. The PCFs are a paradox: a genuine self-help movement, yet one which has gained its
strength and vitality from the government which has appointed the central bank as their
regulator, training agency and effective supervisor, without undue interference. The paper
presents the origin and evolution of the PCF system and examine how its two segments, the
rural PCFs and their central fund (CCF), the latter with rural wholesale and urban retail
services, have performed during the recent global crisis. Lawal’s paper in chapter fourteen
is devoted to the Impact of Cooperative Finance on Capital Formation. He examines the role
of cooperative societies in business financing in Nigeria, using primary and secondary data. It
is argued that capital formation is a major challenge to doing business in Nigeria and many
developing economies. All the various types of business organisations are faced with the
problem of inadequate funding. This situation frustrates business and in most cases leads to
business failure, unemployment, loss of potential output, and loss of potential tax revenue that
would have accrued to the government. The Harold-Domar (neo-classical) theory stresses the
importance of savings as a major source of raising fund for investment purpose so as to
enhance macroeconomic growth and development. Data were collected using structured
questionnaires and were analysed using descriptive statistics and multiple regression
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technique. His result shows that cooperative credits and thrift association is a veritable source
of raising, mobilization and channelling of capital for ordinary people. Thus, cooperative
financing should be encouraged in Nigeria.

Chapter fifteen is on Impact of Cooperative Societies on Members Business by Nzekwe. The
paper stated that the major objectives of cooperatives was to provide support, render services,
and provide mutual and self help to the members through the surplus/profits realized by the
society from their activities. The population of the study area was two hundred and four (204)
farmers of eight (8) registered cooperatives in Idemili North Local Government Area of
Anambra State, Nigeria. 192 respondents were selected using Yaro Yarmene formula. The
sampling technique used was purposive and simple random sampling method. One hundred
and fifty (150) respondents returned their questionnaires. The data was analyzed using mean
rating, standard deviation, gross margin and net return. Two hypotheses were designed and
tested using t-statistics. The findings revealed that cooperatives engaged in different business
activities which enabled them met the expectations of members in the society, thus raising
profit for their members. Consequently, the study recommended that enhancing marketing
efficiency by supplying and marketing of farmers input and output, using integrated approach,
mechanization and so on will improve members’ socio-economic well being as their
businesses record more profit. Government and Anti-Poverty Programmes in Nigeria: The
Way Forward is the focus of Ogundele and Abiola’s paper in chapter sixteen. Their paper
looks at poverty as a situation of extreme wants of basic life’s support and as a product of an
environment that is not able to provide the life’s supporting resources. They probe into why
there is continued lack of sustainable development in Nigeria in spite of institutional
structures and various government efforts. The paper also examines the effects of corruption
as a result of the level of poverty in Nigeria. The study found that poverty reduction initiatives
of the government in Nigeria since 2005 are yielding positive international result in form of
debt relief to the tune of $18 billion, but of which its internal benefit is of little effect. The
study is of value to policy makers in developing countries and Nigeria in particular, in
propagating effective poverty eradication programme. The paper comes up with some
recommendations which are of value for successful implementation of poverty eradication
programmes with the need to strengthen the existing poverty eradication institutional
framework.

Chapter seventeen by Akinbobola examines Personality and Leadership Style as Predictors
of Intent to Escalate Commitment in Financial Institutions. The empirical study utilized an ex-
post facto design. Participants were 348 Banking and Finance graduate students of a
university in Nigeria, who were engaged in decision making in some corporate organisations.
Standardised psychological scales used to measure transformational / transactional leadership
style, self efficacy and the need for achievement as personality attributes and intent to escalate
commitment were administered on the participants. Data obtained were subjected to
hierarchical regression and zero order correlation. The hierarchical regression analysis
showed that demographic variables jointly accounted for 4% variation in intent to escalate
commitment (p<0.01). The inclusion of leadership style resulted in 29% change in variance
with transactional leader behaviour significantly predicting (B = 0.37; p< .0l) intent to
escalate commitment. Further inclusion of personality factors resulted in 3% change in
variance with self efficacy ( = -0.14; p< .01) independently significantly predicting intent to
escalate commitment. Importance of transactional leader behaviour and self efficacy has
implication for escalation of commitment. The author recommended that management should
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be tactical in engaging individuals with such dispositions for transactional leader behaviour in
decision making involving initial loss.

In chapter eighteen, Okeke focuses on Human Resource Management (HRM) Practices in
Cooperative Organisation using the Household Utensils Dealers Multipurpose Cooperative
Society (HUDMCS) to determine the effect of human resource management on workers and
members of cooperative. The study population was 1810 from which a sample size of 328
was selected using systematic random sampling technique to select the sample size from the
entire population. The t-statistics was used for testing the hypotheses. The study found that
the HUDMCS have good HRM practice and this has reflected in their activities. However,
they are confronted by some problems. The hypotheses tested revealed that there was no
significant difference in the perception of members and workers based on the HRM practices,
effects and problems of HUDMCS. Based on the findings, the researcher made some
recommendations such as; having a well written policy on HRM practices by cooperatives,
need for regular promotion and recognition as it will help to boost the morale and enthusiasm
of both members and workers. Ishola and Abianga’s paper on Corporate Governance Role in
Family and Cooperative Business is the last chapter - chapter nineteen. This paper discusses
corporate governance in a family, cooperative or microfinance business. The general concept
is broad but connotes having policies and practice of owners and managers of the business.
They examine corporate governance as a key to maintaining focus of an organisation’s goals
and objectives. Corporate entity, be it family or non-family should be based on required
adopted policies and rules that guide the procedure and process of practice. The concept is
cited as the ‘value side’ of management and organisation. The paper identifies culture and
other informal approach as dominance on issues in family and cooperative business. The
study views the need for family as well as cooperative business to operate a system or an
association that has a reliable framework based on policies. Research and general
observations infer that poor corporate governance has been the ‘Achilles’ heel’ in many
businesses especially family or cooperative because of their simplistic build-up. Microfinance
initiatives are to be supported in other to add-value to family and cooperative financial needs.
The paper advocates for proper policy guideline in the management of family and cooperative
business especially in a developing nation.

CONCLUSION
for the recognition and celebration of year 2012 as the International Year of the

Cooperatives. It is our sincere desire that readers — students, researchers, practitioners
and policy makers will get new insight of knowledge from the pages of this book.

g I Yhis book is our modest contribution to the field of cooperative and micro finance, and

I therefore wish you a happy reading.
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Chapter 2

THE EVOLUTION OF FINANCIAL COOPERATIVES IN
NIGERIA: DO THEY HAVE A PLACE IN FINANCIAL
INTERMEDIATION?

Michael T. MARX
Hans Dieter SEIBEL

INTRODUCTION

Africans, among them mobile phones, minibuses, and microfinance. In some

countries, microfinance has reached about 15-20% of the adult population', while in
others, it is much less prominent. For Nigeria, the EFINA Access Strand Survey 2010 has
provided data on access to the different types of financial services. Of the total adult
population, 30% operate a (deposit or loan) bank account, 6% use other formal financial
institutions in microfinance including credit cooperatives, insurance, pension schemes or
remittances’, and 17% reportedly use informal institutions (most likely underestimated) such
as ajo, adashi or esusu, moneylenders or informal remittances. This leaves almost half the
adult population, or almost 40 million persons, excluded from financial services.

Over the past three decades, a few innovations have had a major impact on the lives of

This paper looks at the evolution of financial cooperatives in Nigeria, compares them with
other financial service providers, and looks at some causes for their success and failure. We
start by juxtaposing informal beginnings of microfinance centuries ago: in Germany, where
appropriate regulation and legislation eventually turned them into savings banks and
cooperative banks as a major part of the banking sector, and in Nigeria, where a similar
approach was discussed but discarded early on, and formal and indigenous informal financial
institutions (esusu) have continued to operate side by side.

The main focus of the paper is on the rise of financial cooperatives, their decline due to both
government intervention and neglect, and the differential experience of financial cooperatives
with and without an indigenous base. This includes the historical experience in Nigeria with
three strategic approaches to indigenous savings and credit associations (esusu):
transformation to cooperatives, institutional upgrading, and bank linkages. We conclude with
a discussion of whether or not there is space for financial cooperatives in Nigeria, and

1 Such as Kenya, Benin, Mali, Burkina Faso and Senegal. The country with the highest share of microfinance
in total loans outstanding that we are aware of is Kyrgyzstan in Central Asia with 42%. (Marx, 2011).

2 The data indicate that the vast majority of respondents in this category used remittances and vehicle and life
insurance products.
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whether substantive results could be expected in case substantive policy changes would be
made.

ORIGINS OF MICROFINANCE

European Origins of Microfinance

started in the 1970s, when Shaw and McKinnon (1973) at Stanford University

propagated, pertaining to financial systems, the crucial importance of Money and
Capital in Economic Development; and a group of scholars around Dale Adams (1984) at
Ohio State University, pertaining to rural financial systems, exposed the dangers of
Undermining Rural Development with Cheap Credit.

Revolutions in rural and microfinance seem to be recurrent events. One such revolution

An earlier revolution, truly in microfinance, urban and rural, started in Germany some 160-
230 years ago from small informal beginnings as part of an emerging self-help movement:
with the first thrift society established in Hamburg in 1778; the first community savings bank
in 1801; and the first urban and rural cooperative credit associations in 1850 and 1864,
respectively. The provision of legal status, prudential regulation and effectively delegated
supervision played a crucial role in their further development, starting with the Prussian
Savings Banks Decree in 1838 and the Cooperative Act of the German Reich in 1889, the first
cooperative law in the world. Their success has been spectacular. These two types of (micro)
finance institutions now comprise about half of all branches/points of sale and 38% of all
banking assets in Germany (Dec. 2010 data) and seem healthier than many of the big national
banks (Deutsche Bundesbank, 2011; Seibel, 2003a, 2008).

The story of Germany is preceded by an earlier, yet sadder, story of the Irish charities or Irish
funds, respectively, which emerged in the 1720s in response to a tremendous prior increase in
poverty. They started with interest-free loans from donated resources. After a century of slow
growth, a boom was initiated by a special law in 1823, which turned the charities into
financial intermediaries by allowing them to collect interest-bearing deposits and to charge
interest on loans. Around 1840, about 300 funds had emerged as self-reliant and sustainable
institutions, with interest rates on deposits and loans higher than those of banks. They were so
successful that they became a threat to the commercial banks, which responded with financial
repression: getting the government to put a cap on interest rates in 1843. The Loan Funds lost
thus their competitive advantage, which caused their gradual decline, until they finally
disappeared in the 1950s (Seibel, 2003a).

Microfinance is thus not a recent development, and it is not just a temporary solution for poor
countries. It seems every now developed country has its own history of microfinance. It is
important to recognize this because it presents a view different from that of many in the
microfinance community who associate microfinance with credit NGOs, or believe that
microfinance was invented in Bangladesh in the 1970s. Attributing the origin of microfinance
to recent initiatives misses not only its historical depth and scale, but also centuries of
experience, which means: learning from trial and error, failure and success. The beginnings in
Europe and Africa, notably in Nigeria, were all informal and small-scale. What distinguishes
a country like Germany from many developing countries is not the prevalence of self-help and
informal finance at an earlier time. Community and member based as well as other informal
financial institutions are exceedingly widespread throughout the world. The major difference
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seems to be the legal recognition given to informal finance in Germany and the protection of
the institutions through prudential regulation and effective supervision, which enabled them to
eventually turn into banks.

African Origins of Microfinance

Centuries ago, a microfinance revolution must have taken place in Nigeria. The earliest
evidence of financial institutions in Africa dates back to the 16" century: to esusu, a rotating
savings and credit association (RoSCA) among the Yoruba. As a form of social capital, the
esusu, a financial self-help group, was transported during the slave trade to the Caribbean
Islands (Bascom, 1952:69), where both the institution and the term still exist today and are
now carried by a new wave of migrants to major American cities. Its origin were probably
rotating work associations, in which labour as a scarce commodity was accumulated and
allocated to one member at a time; and then, with the spreading of commercial transactions,
replaced by money, such as cowries, pounds and Naira.' Nigeria is one of the countries where
informal financial institutions continue to play an important role. There may be only few adult
Nigerians who are, or were, not a member in one or several of them. Numerous adaptations
and innovations have sprung from the RoSCAs: one is the transformation into non-rotating
savings associations with a permanent loan fund. Both the name, susu, and the institution,
have spread as far as Liberia (and beyond), where in the 1960s they were the only effective
financial institutions existing in the countryside (Seibel, 1970; Seibel and Massing, 1974).
The other one is daily deposit collection at doorsteps or market stalls. This seems to have
originated among the Yoruba (where it is known as ajo) from where it has spread all over
West and Central Africa during the past half century.

These informal financial institutions are immensely popular in Nigeria. Virtually every ethno-
linguistic group has its own institutions and proper names (adashi, in Hausa, perhaps the best-
known besides esusu/isusu/osusu); and most adults are members in one or several. Yet their
importance and potential have been controversially discussed. In 1934 C.F. Strickland, a
former British cooperative registrar in India, examined the esusu as a possible basis for
modern cooperative societies in Western Nigeria. Having previously worked on the rotating
chit funds in India, he speculated that the esusu must have been imported from India at some
unknown time; he found them “improvident” and “fraudulent”, and concluded that he was
“not hopeful of the reform of the Esusu.” (Strickland, 1934:14) The consequences of his
judgment were far-reaching: the Cooperative Societies Ordinance, introduced in 1935, was
modeled after British-Indian cooperatives and became the blueprint for the British colonies in
Africa.

However, informal financial institutions of various types continued to be rediscovered in
Nigeria by scholars (e.g., Green 1947/64; Bascom 1952; Ardener 1953, 1964; Isong 1958;
Seibel 1967; Seibel and Marx 1984; Ottenberg 1968, 1973; Okorie and Miller 1976; Chukwu
1976) and practitioners, who were intrigued by their development potential. At various times,

1 Financial institutions accumulate scarce resources and make them available in lump sums: either as one’s
savings at the end of a period of depositing small amounts; or as a loan at the beginning of a period of
(usually) small payments; or as a mixture of both, savings and credit, somewhere during that period. In the
process, financial institutions manage risks, decrease the costs of transaction between individuals, and
increase efficiency. Historically, labour has been a scarce resource in Africa. Rotating group work has been
one of the forms of accumulating and allocating that scarce resource. With the emergence of a cash economy,
money was gradually substituted for labour: a process which is still going on in some countries. (Seibel and
Damachi 1982; Seibel 2006).
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two approaches were tested: (i) upgrading informal rotating or non-rotating savings and credit
associations to registered cooperatives; and (ii) linking them to banks.

EVOLUTION OF INFORMAL AND FORMAL COOPERATIVE FINANCE IN
NIGERIA

Evolution of Financial Cooperatives in Nigeria '

started to introduce cooperatives in Nigeria in 1935. The most prominent type of

cooperatives were the Cooperative Thrift and Credit Societies, which began to grow
in numbers and membership during the 1940s and 1950s. Growth occurred much more in the
Southern parts of Nigeria, where this form of social organisation fitted more neatly into the
prevailing indigenous value systems, behavioral norms and patterns of decision making, and
provided an alternative approach to managing household finances.

On the basis of the 1934 Strickland report cited above, the colonial administration

All financial societies were based on the classical, simple financial intermediation model:
membership rights were granted upon admission as member and purchase of the minimum
prescribed share, which obliged the member to make regular savings at meetings. The
cooperative would then grant loans to members on a demand basis, with mostly shares and
savings as prime collateral, and often by observing a maximum credit limit (MCL) of three
times one’s savings. Very few societies had their own buildings or offices, and meetings of
members were mostly conducted at the residence of the chairperson.

In the late 1940, secondary cooperative societies started to emerge, which were established
and controlled by their member societies. Their business model also followed the classical
intermediation model of the cooperative sector: member cooperatives had to contribute the
share capital of the secondary society and deposit a certain share of their own savings with it.
In return, the more creditworthy primary societies could avail of loans from the secondary
union, often by applying a similar MCL as in the primary societies. According to our studies
carried out in the mid 1980s on the cooperative sector (Seibel and Marx, 1984), the model
seems to have worked pretty well up to the 1970s in many areas as the demand for loans was
either not very high or artificially suppressed by stiff regulations, as banks were not always
around to deposit excess liquidity, and as the entire system was well monitored by
cooperative inspectors, most of which were well educated. In fact, the cooperative legislation
provided for compulsory audit by the cooperative auditor prior to the distribution of any
dividends to members. This provision was apparently strictly enforced until the early 1960s,
and the number of cooperative auditors was sufficient to audit many or most societies. Our
data on some secondary financial cooperatives in the Western Region, the Delta and the
South-East indicate that both primary and secondary societies were functioning relatively
well, were able to recover their loans and cover their expenses from self-generated revenues.

Like in many other developing countries, politics in Nigeria discovered the potential of the
cooperative sector as instrument of rural and economic development, and later as
compensatory mechanism to share the national wealth deriving from oil exports. The
approach taken by consecutive governments was not to stimulate self-help, thrift, prudent
lending, organic growth, prudent expansion, self-control, careful selection of members, but to

1 The term financial cooperatives is used here interchangeably with savings/thrift and credit cooperative
societies and credit unions.
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provide external subsidies to make the cooperatives more attractive. The distribution of
stockfish, tinned milk and cheap loans through cooperatives in the 1970s up to the mid-1980s
permitted rapid quantitative and geographic expansion over and beyond the areas where
cooperatives had previously existed. This went in line with a tighter hands-on policy of the
administration in the internal affairs of the cooperative sector, lesser procedures for granting
of loans, lower recovery rates, a partial or total consumption of the nominal share capital,
lower attendance rates at general meetings, lower savings propensity, and the predominance
of external loans in total liabilities, among others.

The growth in number of societies was not paralleled by growth of capacity in the state
cooperative departments. While more efficient monitoring systems and means of transport
allowed inspectors to attend meetings of societies, the number of cooperative auditors
remained more or less stagnant. As a consequence, cooperative auditors were unable to audit
primary societies as frequently as before. This impacted negatively on the quality of records
kept by cooperatives and prevented societies from declaring dividends. As cooperatives were
prevented by legislation to get their accounts audited by private auditors, they were
effectively barred from borrowing from commercial banks.

The secondary unions established during the 1970s, Cooperative Financing Agencies (CFAs),
were only nominally established by the primary societies. In many regions, they replaced the
former secondary cooperative unions, which had become obsolete in the view of primary
societies. The main source of capital of the CFAs came from government sources, including
state budgets and the Nigerian Agricultural and Cooperative Bank (NACB). As members of
the primary societies regarded the government loans as their ‘share of the national cake’, they
had little intention to repay their loans to their primary society, which in turn affected the
ability of primary societies to pay back their loans to their state CFA. The entire three-tier
conduit system, from NACB to state CFAs and primary societies, fell gradually apart because
none of these institutions was able to recover loans due; they consumed their share capital and
ultimately became insolvent. By the late 1990s, all except two CFAs had disappeared, as had
the old NACB. In the mid 2000s, the two last existing CFAs, in Bauchi and Gombe States,
had changed their business model. Their prime activity was to run school feeding programmes
funded by their respective states, and they had stopped all financial intermediation. They had
lost all capital sources for lending, had realized that they did not have the expertise to survive
in a rapidly changing market, were not assessed as creditworthy by banks, and were no longer
privileged by their former financiers.

LINKAGES BETWEEN INDIGENOUS SAVINGS, CREDIT ASSOCIATIONS AND
FINANCIAL COOPERATIVES

Transformation of the Indigenous Savings and Credit Associations to Cooperatives

recommended the transformation of osusu or isusu (the Igbo term) to financial

cooperatives as well as the continuation of isusu practices within modern cooperatives
(i.e., those registered under cooperative law). In 1954, the Eastern Region Cooperative
Department (1954) stated in its annual report:

In Eastern Nigeria, in the 1940s colonial officers with an anthropological background

“The Isusu (Esusu, Susu, Osusu) is a widespread indigenous system of thrift and credit...
On the whole, the Esusu seems to be fairly well managed; although in some areas... the
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Isusu has degenerated into a notorious money-lender-controlled ‘racket’. There are vast
numbers of Isusu Clubs in the region and the total amount of money involved must be very
large. Some local Government Bodies have recently instituted a system of registration of
Isusu Clubs.”

During the 1950s, when self-government was introduced, definitions of what constitutes
“development” changed; and so did attitudes to local culture and institutions. This is indicated
by the “modernization” of one esusu in Ondo Province initiated in 1952 by a Nigerian civil
servant, J. T. Caxton-Idowu. He prepared by-laws, “regularized” its activity, imparted
cooperative education, and registered the esusu as a proper cooperative society. At that time,
there existed four Cooperative Thrift and Credit Societies of the type imported by the British,
to which the esusu was added as a fifth cooperative, but of indigenous origin. Within a ten-
year period, the number of such cooperatives grew from 5 in 1952 to 94 in 1962, including
converted esusu. Their proportion of modernized esusu in terms of total number of financial
cooperatives in the area had risen from 20% in 1952 to 44% in 1962; their working capital
and savings from 20% to 52%, and their membership from 23% to 58%. Adeyeye (1970), a
learned observer, concluded:

“... the Ondo experiment has demonstrated... that the ‘Esusu’ may yet represent a source
of immeasurable strength... With the renewed pride in our traditional heritage, we in the
developing nations will definitely find the idea of institutional adaptation a most welcome
experiment. It will offer opportunities to modernise without necessarily destroying the
essentially indigenous character.”

In the early 1980s, donor countries realized that capital transfer through development banks
had failed to bring about the desired modernization and shifted their interest to domestic
resource mobilization. As a contribution to the Third International Symposium on the
Mobilization of Personal Savings in Developing Countries, 1984 in Yaoundé, the Federal
Ministry of Economic Cooperation (BMZ) of Germany commissioned a comparative study of
modern cooperatives and indigenous savings and credit associations in Nigeria. At the time,
cooperatives of all kinds in Nigeria had 1.6 million members. There were no figures on the
membership in esusu-type groups; but membership was conservatively estimated at 12-25
million. At a time when Nigeria had a differentiated banking sector and a booming oil
industry, the question came up again whether traditional and modern cooperatives had a major
role to play in financial sector development; and what had happened to the earlier approach of
converting indigenous to modern cooperatives. Was it a thing of the past, or did it still have
promise? In Eastern Nigeria, it was estimated at the same time that approximately 40% of all
cooperatives had been established on the basis of pre-existing isusu, the majority of which
had previously evolved from rotating to non-rotating associations with permanent loan funds.

In 1984, Seibel and Marx studied a total of 64 cooperatives in five states in Nigeria: Anambra,
Imo, Cross River, Oyo and Benue, comparing cooperatives with and without esusu origin.
The case studies are not statistically representative; and the results can only be indicative.
There are two striking results: one concerning the difference between cooperatives with and
without an indigenous esusu origin; the other concerning the difference between cooperatives
and unconverted esusu. The following typical example is from the former Anambra State
(now Enugu State), where all cooperatives operating in one selected rural district, Isi Uzo
LGA, were studied. All 15 cooperatives were found comparable with regard to size, age,
occupation (mostly farmers) and sex. The esusu-based cooperatives outperformed the other
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cooperatives by a wide margin: higher monthly contributions (2.5 times), higher entrance fees
(83 times), and higher income from business ventures (6.3 times) enabled these cooperatives
to give out a larger volume of loans (4.8 times) at greater frequency (8.4 times). Similar
results were found in the other states. (Seibel and Marx, 1984, 1986, 1987)

The conclusion was thus that cooperative societies, based on indigenous savings and credit
associations were more effective in mobilizing personal savings and in terms of all other
economic indicators than cooperatives without such a basis. However, it would be premature
— and in fact a non sequitur — to therefore recommend to convert esusu into cooperatives.
Several observations stand in the way of such a conclusion: (i) In most esusu associations the
regular contributions per member were reduced to almost half when registering as a
cooperative society; (i1) most members of a cooperative society continue to join informal
esusu; and (iii) confidence in state controlled cooperatives is limited; personal benefits are
restricted as individual members have no control over the use of what some of our
respondents called “useless funds”.

Upgrading Indigenous Savings and Credit Associations

Our studies in the Nsukka area in 1984 evoked considerable interest, first in our motivation
for doing so, next in developing an approach that avoided the weaknesses of both, isolated
isusu and government-controlled cooperatives. A number of isusu in the Isi-Uzo LGA
decided to form an association, later renamed NALT United Self-Help Organisations
(NUSHO), and to experiment with linkage banking. But banks failed to respond; they could
simply not imagine lending to an informal association' without status of a body corporate, and
could not understand the value that comes along with financial discipline of the isusu. The
isusu groups then decided to build central functions of financial intermediation and liquidity
exchange at the association level. For some years starting in 1986, the association received
financial support from EZE, a German Protestant church organisation, as well as technical
assistance since 2000 from UNDP. By the end of 2000, NUSHO served about 900 groups
with 15,000 members in seven zones. Loans outstanding amounted to 823.77 million (= USD
0.2 million at the then prevailing exchange rate); savings accounted for 18% of loans
outstanding. There is no write-off policy; and arrears stand at 21%. Interest income was 28%,
and net result 3% of loans outstanding (Marx, 2001:44). While NUSHO was probably one of
the first three microfinance associations” in Nigeria, it has not been able to keep pace with the
evolution of the microfinance sector elsewhere, as it was not able to adjust its business model
over time and did not invest sufficiently into sound management information systems and
capacity building. By 2010, NUSHO had lost the drive of a leading MFT in Nigeria.

The approach of upgrading self-help groups together with capacity-building and liquidity
exchange through their own associations has however spread to several other parts of Nigeria,
including Farmers Development Union (FADU) in Ibadan, which by the mid 1980s
comprised 350 self-help groups. By 2000 its membership had surged to 50,000 societies with
a total of 458,000 individual members, 87% of them women; only 12% of the members were
active borrowers. By December 2000, loans outstanding amounted to ¥153.65m (= USD 1.56
million), with an arrears ratio of 1.3%.

1 Despite the advantages that come along with a joint liability, compared with the limited liability of registered
credit unions.
2 In addition to DEC Bauchi and FADU
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Linking Microfinance Institutions to Banks

Apart from upgrading informal institutions to cooperatives, linking informal and formal
financial institutions, or self-help groups and banks, is another strategy with its own history in
Nigeria. The experience of “modernizing” an esusu in Ondo by Caxton-Idowu opened the
way for broader replication in Lagos, where Caxton-Idowu had been promoted to the rank of
Registrar of Cooperative Societies. In cooperation with First Bank of Nigeria, the Cooperative
Department, between 1968 and 1970, mobilized ten esusu clubs of market women, who have
a daily income. He combined the rotating collection and allocation of funds of the esusu with
the doorstep savings collection of the ajo. Itinerant collectors paid by the bank collected daily
savings and deposited them in the bank as collateral for loans to esusu members. The
Cooperative Department registered the esusu as cooperatives and provided training and
auditing services; the bank created a special department for the administration of the deposit
collection and loan disbursement. Traditionally, members would either have to wait for their
turn to receive the total amount of contributions at a given time, or they could apply to the
esusu to receive the total out of turn. Under the new terms, anyone could apply to the bank for
a loan at any time. By 1973, it was obvious that the esusu had lost their traditional autonomy
and self-reliance; the combined bank and government intervention had disrupted internal
controls, with disastrous consequences for their finances:

“...the accounting procedure laid down by the Cooperative Department was generally
flouted with impunity... the accounts of a good number of the Societies were in the red....
By 1980,... the Societies had, without an exception, been wound up.” (Adeyeye 1981:8-9)

Why did linkages between bank and esusu, or formal and informal finance, fail? Adeyeye
(1981) attributed the failure to outside interference into a well-functioning system:
establishing associations of women of different origins who did not know each other; and de-
linking loans from savings by lending to participants before they had made their first
contribution. Another effort was made by the Central Bank of Nigeria (CBN). Since the mid-
1980s, under conditions of economic and political instability interrupted by a spell of
financial deregulation in 1994, the CBN has channelled an increasing part of its agricultural
loan guarantees to commercial banks through local self-help groups. These were frequently
formed for the sole purpose of accessing loans from commercial banks at controlled interest
rates. As they were guaranteed under the Agricultural Credit Guarantee Scheme Fund
(ACGSF), many farmers considered the loans as free money. As the loans were unsecured
and unsupervised, most, at a rate of 60%, turned out to be unrecoverable. Banks were not
impressed by linkage banking. Meanwhile, a linkage approach had been worked out under the
German technical cooperation agency GTZ (now GIZ) auspices, initially in west and central
Africa around 1983-85 as a model, then, when there were no takers, since 1986 in southeast
and south Asia, where the first projects had been initiated through the Asia-Pacific Rural and
Agricultural Credit Association (APRACA).

Around 1990, the African Rural and Agricultural Credit Association (AFRACA), with
support from GTZ, followed suit with intermittent technical assistance. The Central Bank of
Nigeria was one of four institutions in Africa to join a pilot project carried out with its own
technical staff in the Agricultural Finance Department. It issued a Model for Linking Savings
and Credit Associations/Informal Groups and Banks; and by 1993, eight commercial banks
had been won to participate, with 54 branches in 22 states. 313 groups were linked to banks,
comprising 137 cooperatives and 176 informal groups. As agricultural lending was

15



2012 International Year of Cooperatives

compulsory for commercial banks, they had no interest of their own, but found the AFRACA
approach more effective and efficient than other approaches. UBA, one of the major banks,
was impressed by the initial results and declared it would convert all its lending through 8,000
farmer groups to the AFRACA model. However, the program seemed to be stagnating in
1993; and the deregulation of the financial sector on 1 January 1994, with interest rate
ceilings far below the inflation rate, killed any spark of enthusiasm among the banks. In stark
contrast to its vast outreach in India sanctioned by the Reserve Bank of India (RBI) and
promoted by the National Bank for Agriculture and Rural Development (NABARD)
(Srinivasan 2012; Tankha 2011), linkage banking in Nigeria remained a special project of
minute dimensions, not integrated into the banks’ regular operations. A 1994 evaluation
concluded that linkage banking through community banks, which were partially owned by
local self-help groups, might be infinitely more effective than through commercial banks. As
far as we are aware, only few community banks adopted the linkage approach.

CONCLUSION AND IMPLICATIONS FOR POLICY REFORM

Conclusions

the Western, South-Eastern and North-Eastern zones, which have developed their

own business models and maintained financial discipline, there is not much left of the
former system. Even the former cooperative banks have disappeared as such, either merged
with other banks to meet new minimum capital requirements, or disappeared from the market.
Even in the absence of data, one would conclude that their ability to provide meaningful
services to their members and have an impact on their income, assets and business prospects
is less than marginal.

ﬁ part from a relatively small number of primary financial cooperatives mostly found in

Cooperatives in general do not have a good reputation in Nigeria today. Few people would
entrust their savings to them where other deposit facilities existed within reach. Credit
cooperatives would hardly be considered as creditworthy by commercial banks if strict
banking criteria were applied. It is therefore no surprise that not one single community bank,
as promoted during the 1980s and 1990s, was established as a cooperative community bank,
as happened in other countries with similar legislation (e.g. Sri Lanka, the Philippines,
Indonesia).

Not much is left of the capacity of state administrations to serve, guide, advise, monitor,
supervise and audit financial cooperatives. At the same time, the ability of the few
cooperative schools and colleges to provide relevant and up-to-date training along solid
curricula and through qualified teaching staff has very much declined. Nigeria does not have a
single training institute providing standard microfinance technology. The national apex body
of financial cooperatives, NACCUN, has long disappeared, and for the time being there does
not seem to be much access for credit cooperatives to financial or other support services.

The microfinance evolution which has happened outside Nigeria has mostly left Nigeria
untouched. Only few MFIs have emerged, and of these, only a few are operating profitably
along business models that would carry them through at least in the medium run. The
successful credit union models of Eastern Africa, as practiced in the SACCOs (Savings and
Credit Cooperatives) in Kenya and Tanzania, and in the Coopératives d’épargne et de crédit
(COOPEC) of francophone west and central African monetary zones, have not been
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understood and absorbed yet in Nigeria. First, they are based on sound regulation, regular
reporting, tight supervision, and strict application of sanctions, all under the direct mandate
and auspices of the respective central banks and their branches. Second, transactions are
carried out in designated offices or own buildings, and not in the presence of all during
monthly meetings at the home of the chairperson. This simple measure has created visibility
and customer privacy and permitted better marketing of their services, provided for
professionalism through hired professional staff, and allowed members to make and withdraw
deposits more conveniently, all of which impacted positively on their ability to mobilise
deposits and increase loan amounts.

Third, many governments have supported these SACCOs and COOPECs because of their
merits and achievements, without undue interference, and left much of the promoting work in
the field to the secondary cooperative unions and national MFI apexes. They have facilitated
the provision of technical assistance and training by semi-commercial service providers and
actively encouraged donors to support microfinance through projects. In fact, in the UEMOA
zone, new credit cooperatives would only get an operating license when affiliated to a
network organisation providing the relevant support and monitoring. Fourth, legislation,
policy and administrative support, and donor interventions created the scope for economies of
scale. Given the high operating costs of microfinance, compared with that of commercial
bank, credit unions (serving only members and not the general public) can only reduce their
transaction costs if they serve large numbers of clients, certainly more than the typical 100
members traditionally served by Thrift and Credit Cooperative Societies in Nigeria.

The differences to Ghana, which has followed similar business models for its credit unions as
Nigeria, and to Western Cameroon, where the strict supervision model applies, could not be
more revealing. In the absence of any substantial government and donor support, the credit
unions in Ghana under the Credit Union Association (CUA) survived where they concentrated
on salaried members, the mobilisation of deposits as prime source of funds, the application of
simple tried and tested business principles and the provision of loans at competitive rates.
They managed this because they used primarily members to run, supervise and internally
audit the operations. Furthermore, they remained largely outside the formal financial system
and did not borrow extensively from governments, development banks or donor institutions.
In Cameroon, the Cameroon Cooperative Credit Union League (CamCCUL) has become the
biggest and most widespread provider of microfinance in the country. Before the adoption of
the PARMEC law in the early 1990s, the network, then operating only in the anglophone
parts of the country, followed the strict, traditional above-mentioned patterns of financial
cooperatives that had prevailed up to the 1960s in Nigeria. To avoid any contamination from
the government-led COOPECs prevailing in the francophone zones, it used the term ‘credit
union’ instead of ‘cooperative’. Third, it did not accept credit lines offered by the government
or donors, but remained self-reliant on member deposits'. When the PARMEC law introduced
new requirements, the network adjusted accordingly, but opted to change its business model
and shifted its focus from rural lending to urban microfinance, a decision that the network is
currently correcting. Both, CUA in Ghana and CamCCUL in Cameroon, have identified their
respective market niches, responded to changes, adapted their operational and business
models, ensured client satisfaction, complied with reporting requirements and prudential
regulations, kept a selective distance to government offers, and thus survived and remained

1 The league maintained its resistance to external credit lines until the mid 1990s, but realized that it lost
money in most of its operations. Its biggest mistake was to deposit vast surplus liquidities in government-
owned banks, which went bankrupt in the mid-1990s.
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profitable. The main question hereafter is therefore whether the provision of financial services
through a cooperative sector would be possible and advisable in Nigeria. This in turn requires
answers to the questions whether: (i) financial cooperatives do have advantages over other
forms of social organisation around finance; (ii) there is still a market niche in today’s Nigeria
for financial cooperatives; and (iii) this option would constitute the most promising avenue
for the federal and state governments and social investors.

Do Credit Unions Have A Comparative Advantage Over Indigenous Savings and Credit
Associations?

Generally, most indigenous forms of savings and credit allow for the fast mobilization and
use of funds, but not for their accumulation. Both the rotating savings and credit association
(ROSCA) and the accumulating savings and credit association (ASCA) permit a saver to
preserve a stipulated amount of cash from the pressures of one’s family and neighbours, and
use the flow in such a manner that the desired objectives could be reached, such as paying
school fees, replenishing one’s store, purchase of household goods, or building/construction
material. Both models have in common that at the end of the cycle, contributors are almost as
poor or rich as they were before, while starting the next cycle. ROSCAS without internal
credit funds do not permit access to emergency loans. These deficits are at the same time their
strengths: operations are simple, do not require elaborate mechanisms of record keeping and
supervision, are understood even by adolescents and illiterate people, and entail almost no
operating costs. While indigenous systems do not respect confidentiality, their transactions
are socially accepted by everyone, and a contribution to one’s esusu is an accepted excuse for
not assisting a spouse, child, relative or neighbour. Against this, cooperatives permit to take
out any excess liquidity not immediately needed out of one’s pocket and preserve it outside
the realms of one’s social environment. The many small deposits are intermediated into larger
loans. However, organisation, management, record keeping, reporting and auditing are often
heavy burdens for communities with low educational levels. Costs of operations are quite
substantial, and often exceed 20% of the amount of loans outstanding. Against this, the
interest charged by many informal groups are a multiple of what cooperatives charge, 5-10%
per month are not an exception. However, few cooperatives pay dividends, and these are
mostly marginal, following a business model that favours the borrower, not the depositor.

In our research findings in 1984, after having first established the superiority of esusu-based
cooperatives over other financial cooperatives and then having cast some doubts on the
advantages of a conversion of esusu into cooperatives, we studied unconverted esusu-type
savings and credit associations, which is the vast majority of such institutions in Nigeria. In
our small sample in four states, the savings of adults being members of both the indigenous
ROSCA or ASCA and a credit union, were much higher in the informal sector. We also
observed that almost all informal groups kept records, although less complex than those of
cooperatives, but in any case providing adequate documentation and evidence of all financial
transactions. We further found that a majority of the isusu had bylaws, maintained a
functional separation of major offices (chair, vice-chair, treasurer, secretary). There is also
evidence that some ROSCAs and ASCAs reconstitute cycle after cycle, at times over a period
of 20 years and more. This dispels the myth of a generally short-lived existence of the esusu;
the fact that funds are distributed over a given cycle in a rotating manner or, in associations
with permanent loan funds, at the end of the year does not mean that the association is
disbanded, though this may be the time for some turnover in membership. Our second
tentative conclusion was that indigenous informal savings and credit associations are more

18



Cooperative Finance in Developing Economies

effective in mobilizing personal savings for lump sum allocations to individual members than
cooperative societies, and far superior to cooperatives without an esusu base.' > We also
observed many of these patterns in many other countries, in Asia and Africa.

Whilst there are no clear-cut overall advantages for either the cooperative or the indigenous
system, both have their respective pros and cons. In Nigeria and in other countries in Africa
and Asia, people do use both systems in parallel to widen their financial management options.
However, there is no doubt that throughout its history heavy state interference has
undermined its self-reliance and growth and has curtailed opportunities for indigenous
savings and credit associations, which are genuine informal cooperatives in spirit. This has
practically forced Nigerians to rely either on their indigenous informal institutions’ — or on
bank accounts kept with commercial banks.

Do Financial Cooperatives Still Have A Market Niche in Today’s Nigeria?

The FinScope surveys® and central bank data have clearly shown the expansion of the banking
sector in Africa, both in terms of volumes and outreach, and a corresponding regression of the
semi-formal sector, including credit unions and non-bank financial institutions. It is however
not entirely clear whether the informal sector, ROSCAs, ASCAs and others, has been
shrinking, given the particular methodology and presentation of the surveys. Despite the
strength and expansion of the commercial/universal banks, the reinvigorated microfinance
banks emerging from the former community banks, and the expansion of some MFIs and
microfinance banks, the chances of a cooperative sector to attract a sizeable proportion of
deposits in urban and semi-urban areas are very slim. However, financial sector penetration
rates in rural areas are still low, with 46% of adults not using any financial service, and this
would certainly constitute an opportunity for cooperative finance. Ideally, their competitive
advantage could be proximity and accessibility, more so than affordability of services.

Does Cooperative Finance Constitute The Most Promising Avenue For Donors?

State governments have continued, in many different ways, to support financial cooperatives,
whereas support from federal government agencies has dwindled. The peak of donor support,
which has never played an important role in Nigeria, to the cooperative sector has passed
more than a decade ago, and it is doubtful that it would resume and reach former levels. The
approach used in Eastern and Southern Africa to promote access to financial services through
informal ASCAs’ (at times referred to as Village Savings and Loan Associations, or VSLASs)
is unlikely to become an option in Nigeria, as these systems are likely to have originated from
here, are practiced and known by each and everybody, and would hardly be considered as an
improvement on access to finance. The most important alternatives to promoting access to
financial services through the cooperative sector would be the commercial banks and the

1  We should add that cooperatives do have a comparative advantage vis-a-vis indigenous informal institutions:
cooperatives are best at mobilizing state funds for cooperative investments.

2 Similarly, Nwabughuogu (1984:55) stated that no other institution, “not even the cooperative thrift and credit
societies, offered the opportunity of accumulating relatively large sums and at the same time made
allowance for emergencies.

3 In the mid-1980s, many Tiv farmers in Benue State were forced into cooperatives, which misused their
members’ funds. Our survey revealed that farmers put on average over 30 times more savings into their bam,
the Tiv variety of ASCA, than into their cooperatives (Seibel and Marx 1987: 74-76).

4 For Nigeria, see EFInA 2010, with reference to the more recent results elsewhere in Africa.

5 E.g.in Kenya, Tanzania, Lesotho and Mozambique as well as in other countries.
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microfinance banks. Learning from India, the Philippines and Indonesia, a well-conceived
linkage programme closely associated to the original concept would most likely remain the
most feasible policy and support option, in terms of total costs, effectiveness of outreach, and
efficiency. Some commercial banks, such as Union Bank of Nigeria and First Bank of
Nigeria, have over periods longer than a decade operated group lending approaches
profitably', and there are no principal reasons why banks could nowadays not repeat this
successfully. The options to revitalize financial cooperatives in Nigeria are slim. In the system
of household finance, the indigenous institutions play a unique role in the sense that their
functions can hardly be substituted by other financial arrangements. To the contrary,
cooperative finance has to compete with other service providers: some state governments
offer cheaper loans, commercial banks offer better access to deposit services through branches
and ATMs, and many microfinance institutions have their comparative advantage in
customer-orientation and friendly relations.

However, we see a role for cooperatives in services, marketing and trade for small and
medium enterprises; in case a cooperative status would grant tax exemption privileges to the
members up to a certain threshold (say a turnover of NGN 20-30 million). This would in turn
require that all efforts to promote cooperatives through government agencies would be
stopped, the function of the registrar of cooperatives be transferred to the registrar of
companies, the cooperative units dissolved, the tax regulations be amended, and cooperatives
be forced to get their accounts audited by private auditors once a certain scale of operations
would be exceeded. SMEs in the agricultural, trade and services sectors might then be more
attracted by the unique features of the cooperative business model and do real business under
this legal status.
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Chapter 3

MAKING COOPERATIVES EFFECTIVE FOR POVERTY
ALLEVIATION AND ECONOMIC DEVELOPMENT IN
NIGERIA

Salome Ogheneochuko IGHOMEREHO
Rasaki Stephen DAUDA
Jayeola OLABISI

INTRODUCTION

and economic underdevelopment (Gunga, 2008:1). Most developing countries,

particularly those that fall within the continent of Africa are overburdened by high
level of poverty and low macroeconomic performance. These over the years have continued
to inform various policy measures aimed at bringing about growth and development of these
economies for better and improved well-being of the citizenry (Yusuf and Ijaiya, 2009:74;
Oshewolo, 2010:272). However, facts of various economic indicators in these countries have
shown that the policy measures seem not to be yielding the desired result going by low level
of economic growth, worsening security condition, high level of poverty, increased mortality
and morbidity occasioned by high level of communicable diseases, bad governance, and
political instability (IMF, 2011; Tradingeconomics.com; WDI, 2011). Cooperatives, which by
design and operation are expected to help improve the economic well-being of its members,
and therefore a country as a whole is one of the vehicles that could be used to foster growth
and development of economies of nations.

One of the challenges of developing countries is finding successful solution to poverty

Conceptually, a cooperative is “an autonomous association of persons, united voluntarily to
meet their common economic, social and cultural needs and aspirations through a jointly
owned and democratically controlled enterprise” (ICA, 1995 and ILO, 2002). This paper
defines cooperative as a form of organisation in which a group of individuals who have
common interest mutually agree to come together to promote their interest in the area of
economic activities such as production, distribution or marketing of goods and services as
well as provision of other welfare benefits to their members. With these activities,
cooperatives are able to alleviate poverty, particularly in developing countries where a high
level of poverty prevails. In Nigeria, it is reported that about 70% of the population estimated
at 156.05 million by Global Finance (2011) is still living in abject poverty (Oshewolo,
2011:2). Global Finance (2011) reported that 83.91 percent of the Nigerian population is
living on less than US$2 a day and that the inequality of wealth distribution is 42.9 percent.
This is a pointer to the fact that, cooperatives are yet to impact more positively on the
economy of the country. Azeez (2011) has argued that the challenges inherent in the
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cooperative movement have made it impossible for them to impact positively on the economic
well-being of Nigeria and so, efforts to make them more vibrant and strategic for development
process must be put in place.

Making cooperatives relevant for economic development has been a global concern (ICA,
1995; ILO, 2002; UN, 2009) and maximizing the potentials of the subsector for poverty
reduction has been focal point of theorization and discussion among academics and
development practitioners. To this end, researchers have suggested several strategies to
making cooperatives more functional and relevant for development in our contemporary days.
Mwelukilwa (2001:13) suggests a government transparent strategy for rebuilding the
cooperative movement and a change of mindset and governance practices by cooperators to
enable them function adequately as tools for poverty reduction. Torgerson (2001:1) suggested
New Generation Cooperatives (NGCs), which he maintains are a relatively new cooperative
structure. NGCs have peculiar characteristics that differentiate them from traditional
cooperatives. These characteristics include: value-added processing of members’
commodities, a significant equity contribution by members, obligation of product delivery
based on equity contribution, and the ability to trade equity shares and delivery rights. These
features notwithstanding, NGCs are still similar to traditional cooperatives in terms of
earnings, which are based on member patronage, and one-member, one-vote. Birchall
(2003:65) opines that human resource development, which provides effective management
and good leadership in cooperatives are vibrant in reducing poverty. This study examines the
cooperative movement in Nigeria and provides strategies to making the organisations more
effective for poverty alleviation and economic development.

DEVELOPMENT OF COOPERATIVES IN NIGERIA: SOME HISTORICAL FACTS

when few individual cocoa farmers formed the Ibadan Agricultural Society and Agege

Planters Union in 1904 and 1907 respectively (Agbetunde, 2007:44). The objectives of
these groups were to extend credit to members, impact knowledge of improving the quality of
their cocoa and to provide infrastructure and where possible organize direct sales of their
products to the world market. Other associations sprang up later in different areas of South
Western Nigeria. The widespread nature of the associations, the pressure they exerted on the
government for improved cocoa prices coupled with the unstable world cocoa market and the
exploitation of the various foreign cocoa firms attracted government attention and these gave
cooperatives some form of official recognition. FDC (2007) reported that the government
established fermentaries, which became the nuclei of modern cooperative organisation in
Nigeria and this made it obvious that cooperative associations in the country were now been
accorded better recognition. By 1928, the fermentaries were upgraded to marketing societies
by the Department of Agriculture. This development encouraged the farmers such that, at the
end of the first year, there were 4,850 members and the quantity of cocoa handled was 1,600
tones. To give them a legal backing, a Cooperative Society Ordinance was passed in 1935,
accompanied by bye-laws on the recommendation of the Strickland commission. The bye-
laws stipulated the following objectives: Arranging for the sale of members’ cocoa to the best
advantage; Encouraging members to produce the highest quality cocoa; Advancing loans to
members; Encouraging thriftiness among members by accepting their deposits; and
Promoting the cooperative spirit among members.

Cooperatives came to Nigeria through agriculture (Agbo, 2009:169) and this began
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Furthermore, a Cooperative Division was established in the Department of Agriculture to
handle cooperative issues. Agricultural cooperatives were mostly promoted and registered to
extend production credit, supply farm inputs and export quality produce to European
industries. The first registered cooperative society was Gbedun Cooperatives, Produce and
Marketing Society Limited, named after a village near Ibadan in 1937 (Agbetunde, 2007:45).
Thereafter, thrift and credit societies and consumer cooperatives were registered. It can be
deduced therefore, that the acceptance by the Colonial Administration of Strickland’s Report
on the prospects of cooperatives in Nigeria in 1935 marked the beginning of modern
cooperative movement in the country and the transformation of traditional cooperatives to
modern cooperatives. Modern cooperatives are formal, well structured, organized and well
coordinated unlike the traditional cooperatives that were primitive and informally operated. In
the post civil war period (1970-79), a Cooperative Development Act was promulgated and the
Federal Ministry of Cooperative Development and Supply was established to promote
consumer cooperatives as part of the reconciliation and reconstruction process. The policy
thrust in the '80s, which focused on Structural Adjustment Programme (SAP), hindered the
growth of the cooperative movement. In 1991, the Federal Government of Nigeria in
collaboration with the World Bank evolved a new policy directive by carrying out sector
review. In 2002, a comprehensive Cooperative Development Policy was formulated with the
assistance of International Labour Organisation (ILO). A draft policy implementation
strategy, which clearly defined roles for cooperatives in Agriculture and Rural Development
and other primary sectors, was prepared. The review recommended that cooperative policies
should be comprehensive, friendly and participatory to facilitate bottom-up development. It
further envisioned a cooperative sector that is strong, autonomous, operationally independent
and economically viable, competing effectively in the private sector of the economy (FDC,
2007).

COOPERATIVES AND POVERTY ALLEVIATION

status of people in a society. It is a global phenomenon and a relative concept. The poor

are those with lower standards of living than a country specific poverty line and people
who lack access to the wherewithal to improve their conditions of living. Bamiduro (2011:4)
defines poverty as “deprivation, lack, insufficiency, inability, inequality and disparity, non-
availability, deficiency and shortage in essentials of well-being.”

Poverty entails a complex interconnection of descriptors surrounding the livelihood

According to Wanyama, Develtere and Pollet (2008:17), poverty deprives individuals the
basic necessities for existence such as: food, water, shelter, clothing and other fundamentals
to life namely: health, education, security, opportunity and freedom, which could exclude the
individual in the society as a result of inadequate capability to function and exercise freedom
of choice. Citing some of the highlights of the 1995 World Summit for Social Development
held in Copenhagen, Mwelukilwa (2001:3) noted that poverty could manifest in various ways,
such as: lack of income and productive resources required for sustainable livelihoods; hunger
and malnutrition; inadequate access to education, high rates of morbidity and mortality,
homelessness, inadequate housing; unsafe environments; and social discrimination and
exclusion as well as lack of participation in decision making. Another major manifestation of
poverty in Nigeria is inefficient functional power supply. The epileptic power supply has
aided mass poverty as many able and willing Nigerians have been put out of job since many
companies could no longer sustain their operations because the cost of procuring, operating
and maintaining generating sets has been on the increase and it is becoming unbearable for
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most business organisations operating in the country with some of them already relocating to
the neighbouring countries, such as Ghana and Benin Republic.

The fight against poverty in Nigeria has been expressed in many intervention programmes
with promotion of cooperatives as one of such progammes suitable to combat poverty mostly
within the Millennium Development Goals (MDGs). Oshewolo (2010:272) examined poverty
alleviation programmes in Nigeria and concluded that most of the programmes by successive
governments aimed at tackling the menace of poverty among the population have failed to
halt the problem. This failure according to Bamiduro (2011:5) could be attributed to poor
targeting, lack of adequate funding, inadequate coverage and management capacity, and lack
of political will by national and sub-national governments, discontinuities and poor
monitoring. These inhibiting challenges notwithstanding, consensus exists among many
actors, including the United Nations (UN), International Labour Organisation (ILO),
International Cooperative Alliance (ICA) and the European Union (EU) that the cooperative
enterprise is one of the few forms of organisations that could combat all dimensions of
poverty. Cooperatives have the advantages of identifying economic opportunities for the poor,
empowering the disadvantaged to defend their interests and providing security to the poor by
allowing them to convert individual risks into collective risks (Wanyama, Develtere and
Pollet (2008:6).

Yusuf and Adedayo (2004:123) argued that the failure of the poverty alleviation programmes
initiated by different tiers of government in Nigeria indicate that there is a socio-institutional
dimension to the problem and as such, an institutional approach should be considered in the
design and implementation of poverty alleviation programmes in the country. This according
to them should begin with an examination of the institutions and organisations that govern
access to assets, finances and services in the creation of wealth. In other words, for
cooperatives to be result-oriented in Nigeria, there is need for a re-examination of their
activities and operations as well as the role of government in its promotion. Birchall (2003:3)
maintained that for cooperatives to play the role of poverty alleviation, a number of conditions
must be met. There should be an appropriate environment that enables cooperatives to be true
to their principles. In addition, serious promotional efforts by different social actors as well as
strong focus on human resource development should be accorded strategic place for
cooperatives to thrive better and contribute to the growth and development of the Nigerian
economy. Promoting and encouraging effective cooperatives is imperative if Nigeria is to be
successful in reducing the misery and poverty faced by millions of people in the country.
Effective cooperatives could also be important tools for poverty alleviation in most African
countries, considering the level of poverty in these economies and the percentage of their
populations that reside in the rural areas, who engage in agriculture and informal business
activities as well as small and medium scale enterprises.

COOPERATIVES AND ECONOMIC DEVELOPMENT

facets of a given society seems to be very difficult to achieve as against economic
growth- a sustained increase in the level of real gross domestic product (GDP) of an
economy. This therefore calls for a deliberate and concerted efforts geared towards achieving
this lofty goal in the society. Effective cooperatives could be very vital, considering the
important roles they play in the development process going by the various areas in which they
contribute to the growth of the economies of many countries. Although, cooperatives directly

I : conomic development, which has to do with a qualitative change that takes place in all
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benefit their members, they also offer positive externalities to the society, which has a
transformational impact on the economy (GSDRC, 2011:5). Therefore they are able to
promote economic capacity and bring sustainable development.

According to Dogarawa (2005:8), cooperatives play an increasingly important role in
facilitating economic growth and social development. Most of the services they render
underscore their importance in fostering growth and development in our contemporary
economies, particularly in low income countries of Africa. Hence, he suggested that the
promotion of cooperatives should be considered as one of the pillars of national economic and
social development. In addition, the United Nations (UN) takes a ‘cooperative’ approach to
development. It insists that development must be community-driven, with funds channeled
directly to community groups, and with capacity building of self-help groups being the key to
success (Birchall, 2003:17). In a report on the socio-economic impact of cooperatives, UN
(2009:19) posited that “leveraging the contribution of cooperatives to development requires
the promotion, formation and growth of cooperatives in a manner that is sustainable and
respectful of their autonomy”. This implies that for cooperatives to have a significant impact
on economic development, they must be properly organized, coordinated and managed.

ROLES OF COOPERATIVES IN POVERTY ALLEVIATION AND ECONOMIC
DEVELOPMENT

processes cannot be overemphasized, particularly in low income countries like Nigeria,

where a large number of the citizens still live below US$1 per day. Some of the
strategic roles cooperatives could play in alleviating poverty and bring about economic
development of any country are discussed below.

g I Yhe contributions of effective cooperatives to economic growth and development

Promotion of Savings

Cooperatives encourage their members to form the habit of saving without being extravagant.
They mobilize savings and pool available resources from the members, utilize the same in the
best possible manner and share the benefits among members. Consequently, they can be set
up in poor communities, where access to savings and credit at non-exploitative terms is of
greatest importance (Adekunle and Henson, 2007:678). UKAId reiterates that cooperatives
enable poor people to access financial services, credits, as well as insurance and remittances,
which go a long way to reduce vulnerability since the poor could accrue savings, own assets
and smooth out consumption by virtue of their participation in the association. In Nigeria, the
credit and thrift cooperative has been a major avenue for the working class to save part of
their incomes because such savings are deducted directly at source, and this seems more
convenient than bank savings that attract virtually 0% interest.

Access to Fund

The stringent conditions attached to loan by formal financial institutions and the inability of
funds made available by existing banks to reach the poor segment of the population have
increased the relevance of the informal financial institutions (Yusuf and Ijaiya, 2009:71). This
underscores the relevance of cooperatives in the provision of funds to members at affordable
and low interest rate. Elhiraika (1999:355) has noted that lending by traditional formal
financial institutions to small borrowers in developing countries is often limited due to
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collateral requirement and high interest rates. Cooperatives assist their members financially
by providing loans at low interest rate for start-up capital or for business expansion thereby
promoting entrepreneurial activities. The interest rate charged by them is usually lower
compared to what obtains in the formal financial institutions. Since members do not require
any collateral securities to access loans, (it is assumed that a member’s shareholding is his/her
collateral) loan procurement is made easier and almost stress free. The staff cooperatives in
most organisations are formed to bridge this gap and help members have access to credit,
which enable them to acquire the basic necessities of life and to improve their standard of
living (Azeez, 2011), to start a business, pay medical bills, further their education or sponsor
education of their children (Wanyama, Develtere and Pollet, 2008:27).

Employment Generation

Various cooperatives such as the agricultural, thrift and credit, producers’, consumers’ and
multipurpose cooperatives have provided employment to many people across the world. The
Department for International Development (DFID) of the UKAid cited an ILO study and
reported that cooperatives, which have more than 800 million members globally, provide
employments for over hundred (100) million people, which according to the report is more
than the number of people employed by the multinational corporations globally. According to
this study, which was authored by Hertig and Elena in 2008, the number of jobs created by
cooperatives all over the world is 20 percent more than the one provided by multinational
corporations. It further noted that cooperatives are the largest employer in Switzerland and
Quebec province in Canada, the second largest employer in Colombia, generate more than a
million jobs in France and Italy and also provide 71 percent of all jobs in the state of
Wisconsin, USA. It furthermore maintained that the Indian dairy cooperatives employed
about 12.96 million families. These are all facts of how important cooperatives are in
contributing to growth and development process in the economies of the world.

Wanyama, Develtere and Pollet (2008:19) identified three different ways cooperatives
contribute to employment. These according to them include direct wage employment, which
is provided for those people who work in primary and secondary cooperatives as well as in
government cooperative support institutions (Ministries, Departments and Cooperative
Colleges) whose existence is mainly on account of cooperatives, self-employment to members
and indirect employment, which is obvious in the spillover effects of their activities on non-
members whose income-generating activities are only viable through the transactions they
have with cooperative. In addition, low interest loans given out to members assist in
investment activities including the establishment of small and medium scale enterprises,
which in turn provide employment for the owners and the employed workers. They also offer
youths in their base communities short and long-term employment positions. Students could
also be employed on casual-appointment basis during long vacations (Dogarawa, 2005:8).
Through these, cooperatives contribute to poverty reduction and economic development.

Improvement in Members’ Incomes

Cooperatives are specifically seen as significant tools for the mobilization of resources for
income generation. ACDI/VOCA has maintained that cooperatives help to improve members’
incomes through various activities aimed at securing better prices for any product they
purchase on behalf of members, low input costs, strengthening of bargaining power, gaining
greater control of market channels and thus offering a better chance to be profitable. The
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agency reiterates that when members’ incomes are improved, it tends to increase demand for
goods and services, attracts traders and other business support entities (including credit
institutions), encourages communications and travel and reduces isolation.

Increased Productivity

Increased productivity is the bedrock of growth and development in any economy, which
consequently could result to a reduction in the level of poverty since income level in the
economy eventually will increase. The activities of cooperatives, which manifest in form of
production, distribution and consumption, tend to increase productivity at the societal level.
UKAId reports that the combined turnover of the top 300 global cooperatives stands at 1.1
trillion US Dollars. It further noted that cooperatives contribute about 9 percent to the GDP in
Vietnam and 45 percent in Kenya. The agency cited the report of the Cooperative Bank of
Kenya for its 2008/2009 year turnover put at over £900 million with the combined assets of
all Kenyan savings and credit cooperatives as 2.7 billion US Dollars. In addition, the agency
maintained that the 2008 global recession notwithstanding, an Indian dairy cooperative named
Amul reported a turnover of £750 million for the 2008/2009 year with sales growth of 27
percent. Information made available on the Kathmandu Post (2011) revealed that there are
20,000 cooperatives in Nepal and their contributions to the improvement of the economy of
the country have been very significant. In fact, the report states that cooperatives contribute
10 percent to the financial sector in the country and that the financial transaction carried out
through cooperatives worth over 100 billion with the share capital of cooperatives working in
different sectors reaching a record of Rs. 9.36 billion. It further stated that the accumulated
savings and investment courtesy cooperatives in the country were Rs. 58 billion and Rs. 61.54
billion respectively. These facilities help to raise the members’ standard of living, boost their
productivity and contribute to the growth of the entire economy.

Ease of Commodity Procurement

To overcome the constraint of access to more goods and services occasioned by low level of
income, cooperatives encourage and assist their members to acquire durable assets. These
according to Yusuf and Adedayo (2004:129) include but not limited to houses, motor cars,
motor cycles, electronics, grinding and milling machines, sewing machines and others which
may include landed property and computers. With this, cooperatives have been very strategic
in enlarging members’ access to a variety of commodities at affordable prices through
collective negotiation, loans and other facilities, which are important for their well-being.

Food Security

One of the core problems confronting most African countries is food insecurity. Countries
such as Somalia, Niger and some parts of Kenya have been battling with extreme famine due
to insufficient food. To tackle problems of this nature, cooperatives could be considered as
one of the veritable tools. In the period when many countries in Africa are experiencing
famine, the role of cooperatives in ensuring food security cannot be underestimated.
Agricultural cooperatives are very instrumental not only in the production and distribution of
food necessary for survival but also as agents to support food security. In a report on
cooperatives and development, GSDRC (2011) revealed that “in India, there are some
150,000 primary agricultural and credit cooperatives serving more than 157 million
agricultural/rural producers.” In the same vein, Cooperative League further asserts that
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corporative helps members in farming to reduce overdependence on government by cutting
farm costs and adding to income in order to help the rural communities to survive and prosper
by refunding retail and manufacturing margins to customers. They normally respond to
market demands, improve technical and managerial capabilities and address the needs of the
farmers thereby increasing the production of food for the populace. Deji (2005:147) states that
membership of a cooperative could be one of the strategies to improve adoption of
agricultural innovations, and this could lead to increase in food production.

Agent of Social Change

In addition to the conventional functions, cooperatives could serve as agents of social and
economic change, and are therefore vibrant civil society actors. In this regard, cooperatives
are unique institutions that balance and negotiate relationships between their members,
communities, traders, the state and national community. Today, governments expect
cooperatives to inform policy making and engage in advocacy while the cooperatives
themselves seek a more pronounced, active and permanent role in decision-making (Gunga,
2008:3).

COOPERATIVE VALUES AND PRINCIPLES

universally accepted values and principles. Cooperative values are general norms that

cooperators, cooperative managers and staff should share and which should determine
their way of thinking and acting. The values, which are articulated by ILO in a statement in
2002, include but not limited to self-help, self-responsibility, democracy, equality, equity and
solidarity. In articulating the values of personal and ethical behaviour that cooperators should
actualize in their enterprises, it further stated that a cooperative is meant to embody ethical
values of honesty, openness, social responsibility and caring for others.

I Vor cooperatives to function effectively and efficiently, they must be governed by

These principles are also guidelines by which cooperative enterprises put their values into
practice. The principles rest on a distinct philosophy and view of society that help members
judge their accomplishments and take decisions. The first set of cooperative principles was
developed by the Rochadale Society of Equitable Pioneers established in 1844 in England. In
1937 and 1966, ICA made formal statements of cooperative principles to guide cooperatives
globally (Dogarawa, 2005:5). ICA (1995) reviewed the principles and identified seven
important ones that should guide the formation, organisation and activities of cooperatives in
the 21% century. These include: Voluntary and Open Membership (VOM); Democratic
Control of the Business Enterprise (DCBE); Members Economic Participation (MEP);
Cooperatives are Autonomous and Independent (CAI); Education, Training and Information
(TT); Cooperation among Cooperatives (CC) and Concern for the Community (C{C).

The principles imply that membership of a cooperative should be voluntary and should be
open to all those who have common interest with free entry and free exit. To be able to form a
cooperative in Nigeria, the Cooperative Societies Act specifies that a minimum of ten
members who are 18 years and above are required. However, it did not specify the maximum
number but after formation, members may specify the maximum number (Agbetunde, 2007:7)
and after establishment, the organisation should be managed on democratic rules.
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Cooperatives are usually managed by a group known as “Board of Directors” whose members
are the elected representatives. Every member is expected to actively participate in the
cooperative activities, policy formulation and planning. Decisions are taken at general
meetings and each member has a single vote, irrespective of the number of shares held.
Furthermore, members are expected to contribute capital equitably while the enterprise
provides benefits and services, which help to enhance members’ ways of living. Cooperative
arrangement is based on the powerful idea that together, a group of people can achieve goals
that none of them could achieve alone (Dogarawa, 2005:2). In addition to providing services
to its members, cooperatives also generate some profits while conducting business and such
profits are distributed among members on the basis of the number of shares held and as well
as on members’ participation in the business of the cooperative. For example, in a credit and
thrift cooperative, only a small part of the profit is distributed to members as dividend on their
shares; a major part of the profit is paid as purchase bonus on the basis of goods bought by
each member and the amount of loan procured.

In addition, cooperatives should be autonomous and independent, which must be clearly spelt
out, and they should also be left entirely to the members for proper management and control.
If they enter into agreement with other organisations or governments, such should be based on
terms that ensure democratic control and the sustainability of their autonomy. Also, members
should be given continuous education and training for effective and efficient participation in
cooperative activities. In addition, cooperatives thrive on the principle of mutual help and
cooperation. They convert the weaknesses of members into strength by adopting the principle
of self-help through mutual cooperation. It is only by working jointly on the principle of
“each for all and all for each”, that the members can fight exploitation, show concern for the
community and secure a place in the society. These values and principles make cooperatives
possess some attributes that distinguish them from other associations and make them well
suited for poverty alleviation, economic growth and development.

THE STATE OF COOPERATIVES IN NIGERIA

he current state of cooperatives in Nigeria seems not to be different from what obtains

in most African countries. In spite of the important roles they play in development

process and poverty alleviation, a good number of them are still bedeviled with many
problems and this continue to prevent them from taking advantage of the enormous potentials
inherent in them. In fact, the numerous upheavals, which are multifaceted in nature, operate
like ‘giants’ steering them in the face prevent them from recording successes in terms of
poverty reduction and development in most developing countries. The major challenges
inherent in the cooperative movement in developing countries include lack of proper
management, inadequate financing, poor cooperative integration, government unfavourable
policies, resistance to change, illiteracy and lack of training facilities (DCFS, 2011); over-
control and regulation by government, limited access to credit and inability to penetrate
markets (GSDRC, 2011:1). The economic situation of Nigeria continues to impact negatively
on the operations of cooperative enterprises, and as such it becomes increasingly difficult for
most of them to meet the goals for which they were set up. To critically x-ray the current
condition of the organisations in the country, we consider it more appropriate to look at the
various challenges that militate against their operations and objectives. These are discussed
below:
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Poor Governance and Limited Management Skills

Cooperative is a vital avenue for building wealth but lack of good managerial skill on the part
of many proponents hinders this objective and where such skill exists, it is from time to time
grossly under-utilized (Azeez, 2011). (Agbo, 2009:173) argued that cooperatives in Nigeria
are not adequately alleviating poverty because of mismanagement of the existing ones while
the managements of some of the organisations lack vision and the will to exploit the
potentials in cooperatives. Also, when the governance of a cooperative is not built on fairness
and transparency but on selfishness and corruption, then it will not be able to contribute much
to development.

Inadequate Fund and Limited Access to Investment Capital

In Nigeria, savings of members are usually very small due to low income status of the
population (Yusuf and Ijaiya, 2009:80) and as such, majority of the cooperatives do not have
enough fund to give out as loans to their members. Some give less than what members request
for, which may not be sufficient for the project such member intends to utilize the loan on.
Yusuf and Adedayo (2004:127) in their study reported that about 31 percent of cooperative
members in Nigeria claimed that the loan is usually inadequate for the purpose it is intended.
Bamiduro (2011:5) identified lack of adequate funding as one of the inhibiting factors for the
inability of most poverty alleviation strategies to yield results. (Agbo and Sand, 2010:1) in
their views stated that one of the major challenges of cooperative is limited access to
investment credit. They observed that even when fund is made available for cooperatives by
the government, it is still very difficult for members to access such fund.

Ineffective Implementation of Government Policies

Poor monitoring of government policies has also been the bane of effective poverty
alleviation programmes in Nigeria (Bamiduro, 2011:4). The government has intervened
several times to inject credit into the cooperative sub-sector of the economy over the years,
but it is saddened to note that such monies ended up in wrong hands for wrong purposes,
living crippled, the activities of cooperatives in the country. In 1976, the government decided
to change the Nigerian Agricultural Bank Ltd to Nigerian Agricultural and Cooperative Bank
Ltd so as to give special attention to cooperative activities, but yet not much has been seen in
terms of assistance to cooperatives from this bank. Furthermore, in the year 2000, the
government renamed the Nigerian Agricultural and Cooperative Bank (NACB) Ltd as the
Nigerian Agricultural Cooperative and Rural Development Bank (NACRDB) Ltd to reflect
the rural nature of cooperative activities in the country. In 2005, the Federal Government
domiciled the sum of fifty billion naira (N50 billion) with the NACRDB Ltd to lend to
Agricultural cooperatives at concessionary interest rates. Agbo and Sand (2010:2) reported
that an evaluation of the patterns of disbursement of the N50 billion intervention funds
showed that more than 75 percent of the funds went to private farmers and other farmers’
organisations that were not cooperatives. As such, to recover the loan became a major
problem.

Resistance to Change

Dogarawa (2005:15) posited that inability to adapt to changes in the environment is a
challenge to cooperatives. A cooperative is a business enterprise (Agbetunde, 2007:5) whose
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activities and operations are also affected by the business environment in which they operate.
The elements of the business environment could be opportunities (when they are favourable)
or threats (when they are unfavourable). It is expected that when there are changes in the
business environment, the business enterprise has to adapt appropriately. However, most
cooperative organisations in Nigeria find it very difficult to adapt to changes that are required
to make them more viable and efficient.

Inadequate Education in Cooperative Operation

In a study carried out by Agbo (2009) on farmers’ perception of cooperative societies in
Enugu State, Nigeria, it was discovered that poor cooperative education and illiteracy has
been one of the greatest hindrances to growth of cooperatives in the state. Adeyemo and
Bamire (2005) also found out in their study that cooperative farmers in southwestern Nigeria
are mostly males, literate and of average age of 47 years. Educating, training and re-training
of members in general and officers in particular have been a challenge to cooperatives in
Nigeria (Dogarawa, 2005:16). Agbetunde (2007:222) stated that cooperative awareness is
high in Nigeria but knowledge of the cooperative principles, values, ideas and practices is
very low. As such, issues are handled as they come without proper knowledge and skill
necessary to handle them. In fact, some of them lack appropriate documentation, which
continue to breed corruption within the organisation.

Inadequate Marketing Activities

Cooperatives are expected to create and develop income-generating activities and sustainable
decent employment (ILO, 2002). Marketing activities enable a cooperative to generate fund
and contribute significantly to the community where it operates. However, cooperatives in
Nigeria are not adequately involved in marketing activities. In a study conducted by Agbo
(2009:172), it was stated that most of the farmers that joined cooperatives did so to attract
services from government, thereby perceiving cooperatives as government agency rather than
as autonomous business outfit. The study found that only 0.35 percent joined cooperatives for
the purpose of marketing their products. All the challenges considered above have continued
to hamper the performance of cooperative organisations in Nigeria, and addressing them will
go a long way to make them effective and efficient tools for poverty alleviation and economic
development.

STRATEGIES FOR COOPERATIVE EFFECTIVENESS IN NIGERIA

Nigeria perform efficiently their roles in the society? There is no doubt that Nigerians

are aware of the importance of cooperatives (Yusuf and Adedayo, 2004:125; Agbo,
2009:172, Agbetunde, 2007:222). The consumers’ cooperatives, producers’ cooperatives,
agricultural cooperatives and the savings and credit cooperatives in the country are evidences
pointing to the fact that cooperatives worth the while in the economic transformation and
poverty alleviation. It is important to state categorically that the problems besetting
cooperative enterprises in most developing countries in general and Nigeria in particular are
both internal and external. As such, there is the need to realize that both internal and external
strategies are required to tackle these problems and challenges. It should be appreciated that
the internal strategies of cooperative marketing, cooperative management and cooperative
financing with external strategy of government assistance are necessary for cooperatives to be

ﬁ sides adhering to the values and principles stated above, how can cooperatives in
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able to function effectively and to achieve its objective of poverty alleviation and economic
development. It should be noted that for the government to assist, there must be some form of
control and regulation, but care must be taken to avoid excessive control and overregulation,
which may hamper cooperative autonomy and prevent them from being true to their values
and principles. On that note we propose the following:

Cooperative Marketing

Cooperative marketing involves collectively producing, pricing, distributing, promoting and
selling products to achieve desired goals. It also includes offering members an assured market
for their products. Cooperatives could assemble the products of a number of producers into
larger lots to facilitate more efficient handling and more competitive sales, and then grade and
market these products or they may be directly involved in the production of the products.
Majority of the cooperatives in Nigeria only encourage savings by members and granting of
loans. If this continues, it will be difficult for them to make a significant impact on poverty
reduction and economic development. This accounts for the depreciation of the contribution
of the Agricultural sector to GDP in Nigeria. Cooperatives must strive continuously to be
productive with the available resources at their disposal. A particular percentage of the
cooperative fund (between 1 percent and 5 percent) should be allocated for marketing
purposes. They should invest in productive activities that will enhance the dividend of their
members. They can also be involved in the provision of services such as laundries,
restaurants, filling stations, transportation, housing, health care services and schools.
Although, cooperatives are not set up for the purpose of profit making, they make decisions
that balance the need for profitability with the welfare of their members and the community,
which they serve. It was reported in UN (2009:5) and GSDRC (2011:10) that in Bangladesh
and US, rural electricity cooperatives were set up to meet communities’ own needs in the
absence of any external private firm seeing it as a viable market opportunity.

In Bangladesh, rural electric cooperatives provide service for 28 million people. In the United
States, 900 rural electric cooperatives serve 37 million people and own almost half of the
electric distribution lines in the country. With this, they are able to create jobs, generate
profits, which can be used to increase members’ incomes, increase funds for loan and improve
productivity. In the privatization process that has been going on in Nigeria, cooperatives have
not been able to acquire any of the services. Cooperative marketing is indispensible in
Nigerian cooperative movement because it will ultimately help members to improve on their
living conditions and pull them out of poverty. Therefore, efforts should be directed at
encouraging multipurpose cooperatives so that they can be involved in such marketing
activities. The role of government in cooperative marketing is to provide enabling
environment that creates economic conditions favourable to profitability and a regulatory
system favourable to business success. When this is in place, it will become easier for
cooperatives to venture into the activities mentioned above.

Cooperative Management

The strategy (cooperative marketing) discussed above is very critical for effective
management system. If this is adopted it will be easier to sustain cooperative movement.
Cooperatives need democratic, fair and transparent management and good governance for
better operation and performance. Effective management system involves carrying along
members in all decision processes. This gives members the opportunity to determine how the
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proceeds of the cooperative can be utilized. When members are involved and informed on the
direction the organisation is going, they are more willing to invest and patronize the
cooperative, increase their feeling of ownership and responsibility for its success.

They should also be involved in planning and good record keeping. Planning entails
developing a vision and mission statement, appraising the future, assessing the external and
internal business environment, defining desired goals with stated objectives, and developing a
course of action to reach them. In addition, cooperatives must develop and install a double-
entry accounting system, prepare financial reports including operating and capital
improvement budgets and report to the members in a clear and timely manner. They should
also account for members' contributions and purchases as these determine dividend
allocations from net earnings. The management must prepare periodic operating statements
and balance sheets to inform the board and members on how the cooperative is performing
and its financial condition. Reports should come often so that the board can satisfactorily
monitor their activities, take appropriate actions and keep members informed on how their
cooperative is progressing. An annual independent audit should also be carried out to serve as
an outside appraisal of the cooperative's financial condition to act as a check on the business
and accounting procedures. These will also help to promote transparency.

In the area of cooperative management, the government could assist in training and capacity
building to enhance managerial ability. The government through its ministries and
departments should be more effective in their responsibilities. They should regularly organize
seminars, workshops and lectures to help enlighten members on the roles of cooperatives in
poverty alleviation and economic development. They should also instruct cooperators and
cooperative officials on values, principles, laws, book-keeping and practices of modern
cooperative. The impact is that it will inculcate in cooperators and cooperative officials the
right attitudes, skill and character required for effective and efficient operation.

Cooperative Financing

Cooperative financing is the process by which cooperatives raise funds needed to finance their
operations. The sources of their funds include contributions by members, incomes from
business activities, loans from governments and financial institutions. Virtually all
cooperatives require some level of member financing, usually in the form of stock purchases
or membership fees. Member financing not only provides equity for the cooperative, it also
provides a financial base that helps other investors, particularly banks, feel more secure in
investing in the cooperative (Dogarawa, 2005:13). Although, Agbo (2009:174) suggests that
government should not interfere in the activities of cooperatives, but where this is deemed
necessary, such intervention should be limited only to the provision of enabling environment
for cooperative businesses to thrive. For cooperatives to be useful tools for poverty alleviation
and economic development, governments all over the world should encourage them through
financial assistance and direct loans. Cooperative banks are the channels through which
government gives aids to cooperatives. They are established to offer greater access to savings
and borrowing facilities for cooperative enterprise and their members at relatively low interest
rates. By increasing cooperatives’ access to finance, the challenge of inadequate fund will be
overcome. Another aspect that the government has to look into is the effective
implementation of any financial assistance. Government should ensure that all policies and
intervention programmes are controlled and monitored to achieve the stated objectives.
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CONCLUSION

members by meeting the economic, social and cultural needs and aspirations of

members and the society. In spite of the tremendous roles of cooperatives, a lot of
them are still bedeviled with many challenges in developing countries. As such, they are not
able to adequately contribute to economic performance and poverty alleviation. Making
cooperatives in developing countries in general and Nigeria in particular to be more effective
is imperative for poverty alleviation and economic development. Their operations and
management must be geared towards making them to contribute significantly to the
economies where they operate. Also, regardless of a cooperative purpose or membership size,
adherence to the values and principles of cooperation is relevant in shaping the way of
thinking and behaviour of cooperators, cooperative leaders, cooperative staff and cooperative
regulators.

Cooperatives are organized to improve the standard of living and general welfare of the

REFERENCES

Agricultural Cooperative Development International/Volunteers in Overseas Cooperative
Assistance (ACDI/VOCA) (n.d) ‘Cooperatives: An Investment in Democracy and Economic
Growth’www.acdivoca.org/acdivoca/CoopLib.nsf/whycoopsandassociations/democracy?
opendocument [accessed 24 December 2011].

Adekunle, B. and Henson, S.J. (2007) The Effect of Cooperative Thrift and Credit Societies
on Personal Agency Belief: A Study of Entrepreneurs in Osun State, Nigeria’ African Journal
of Agricultural Research. Vol 2 (12) pp. 678-686.

Adeyemo, R and Bamire, A. S (2005) Saving and Investment Patterns of Cooperative Farmers
in Southwestern Nigeria. Journal of Social Science 11(3) pp. 183-192.

Agbetunde, L.A. (2007) Essentials of Cooperatives. Lagos: Feetal Consulting.

Agbo, F. (2009) Farmer’s Perception of Cooperative Societies in Enugu State, Nigeria’ Agro-
Science Journal of Tropical Agriculture, Food, Environment and Extension. 8(3) pp. 169-174.

Agbo, F. and Sand, C. (2010) Social Economic Determinants of Cooperative Societies:
Access to the Services of the Nigerian Agricultural Cooperative and Rural development
Bank’ Field Actions Science Reports.  http://factsreports.revues.org/614 [accessed 10
December 2011].

Azeez, O. (2011) Building Wealth through Cooperative Societies’ http://www.
thisdaylive.com/articles/building-wealth-through-cooperative-societies/103583/ [accessed 12
February 2012].

Bamiduro, T.A. (2011) Poverty Analysis: A Statistician’s Dilemma’ 4 Seminar Paper of the
Department of Mathematical Science, Redeemer’s University, Ogun State, Nigeria.

Birchall, J. (2003) Rediscovering the Cooperative Advantage: Poverty Reduction through
Self-help. Geneva: International Labour Organisation.

36



Cooperative Finance in Developing Economies

Development of Cooperative Studies (DCFS, 2011) ‘Development of the Cooperative
Movement in Jamaica’ www.dcfsjamaica.org [accessed 29 November 2011].

Deji, O. F. (2005) Membership of Cooperative Societies and Adoption Behaviour of Women
Farmers: Implication for Rural Development. Journal of Social Sciences. 10 (2) pp. 145-147.

Dogarawa, A.B. (2005). ‘The Role of Cooperative Societies in Economic Development’
http://mpra.ub.uni-muenchen.de/23161/MPRA Paper No. 23161 [accessed 11 December
2011].

Elhiraika, A.B. (1999) The Growth and Potential of Savings and Credit Cooperative Societies
in Swaziland’ Development Policy Review. vol 17 pp. 355-374.

Federal Department of Cooperatives (FDC, 2007) National Cooperative Baseline Survey’
www.nigerianstat.gov.ng/nbsapps/ nada/survey.php?id=14 [accessed 11 December 2011].

Global Finance (2011) Nigeria Country Report’ www. Gfmag.com/gdp-data-country-reports
[accessed 22 December 2011].

Governance and Social Development Resource Centre (GSDRC, 2011) ‘Cooperatives and
Development’ Helpdesk Research Report. http://www.gsdrc.org/docs/ open/HD757.pdf.
[accessed 29 November 2011].

Gunga, O.S. (2008) The Cooperative Movement in Kenya and its Potential for Enhancement
of ICT Livelihoods” www.esfim.org/wp-content/uploads/kenya-country [accessed 10
December 2011].

Hertig, M and Elena, C. (2008) The Contribution of Cooperatives to Employment Creation’
An ILO Study. http://www.ilo.org/wcmspS/groups/public/---/emp_ent/documents/publication/
wems_101313.pdf [accessed 26 December 2011].

International Monetary Fund (2011) Data and Statistics’ http://www.imf.org/external/
data.htm#data [accessed 26 December 2011].

International Cooperative Alliance (1995) Revision to the Cooperative Principles’
http://www.ica.coop/principles-revisions [accessed 29 November 2011].

International Labour Organisation (2002) ILO Recommendation 93 on Cooperative
Promotion’www.ilo.int/public/english/employment/ent/coop/africa [accessed 29 November
2011].

Kathmandu Post (2011) Cooperatives Contribute 10pc to GDP’ http://www. ekantipur.com
/2011/02/03/business/cooperatives-contribute-10pc-gdp/329063.html [accessed 24 December
2011].

Mwelukilwa J. S. (2001) The Role Cooperatives play in Poverty Reduction in Tanzania’
Paper Presented at the United Nations in Observance of the International Day for the
Eradication of Poverty. http://www.un.org/esa/socdev/social/papers/poverty panel sizya.pdf.
[accessed 29 November 2011]

37



2012 International Year of Cooperatives

Oshewolo, S. (2010) Galloping Poverty in Nigeria: An Appraisal of the Government
Interventionist Policies’ Journal of Sustainable Development in Africa. Vol 12, No.6 pp.264-
274.

Oshewolo, S. (2011) Poverty Reduction and the Attainment of the MDGS in Nigeria:
Problems and Prospects’ International Journal of Politics and Good Governance. Vol 2,
No.2.3 pp. 1-22.

Torgerson, R. (2001) A Critical Look at New Generation Cooperatives’ Rural Cooperatives.
USDA Rural Business- Cooperative Service. January/February, pp.15-19.

Tradingeconomics.com. (n.d) ‘Economic Indicators for 50 Countries’ http:/www.
tradingeconomics.com/index-list-by-country [accessed 24 December 2011].

UKAId. (n.d) “Working with Cooperatives for Poverty Reduction’ http://www.co-op.ac.uk
/wp-content/uploads/2010/08/Cooperatives-Briefing-Note.pdf [accessed 26 December 2011].

UN (2009) Cooperatives in Social Development’ A Report of United Nations on the Socio-

economic Impact of Cooperatives. http://www.copac.coop/publications/un/a64132e.pdf.
[accessed 14 February 2012].

Wanyama , F. O., Develtere, P. and Pollet, I. (2008) Encountering the Evidence: Cooperatives
and Poverty Reduction in Africa’ Journal of Cooperative Studies. 41(3) pp. 16-27.

World Development Indicators (2011) http://data.worldbank.org/data-catalog/ [accessed 24
December 2011].

Yusuf, N., [jaiya, G. T. and [jaiya, M. A. (2009) Informal Financial Institutions and Poverty
Reduction in the Informal Sector of Offa Town, Kwara State: A Case Study of Rotating
Savings and Credit Associations (ROSCAs)’ Journal of Social Sciences. 20(1) pp. 71-81.

Yusuf, O. R. and Adedayo, A. (2004) Cooperatives and Poverty Alleviation in Rural
Settlements of Kwara State, Nigeria’ Savanna. Vol. 19, No. 2 pp.123-131.

AUTHORS’ PROFILE

Salome Ogheneochuko Ighomereho is a lecturer in the Department of Economics and
Business Studies, College of Management Sciences, Redeemer’s University, Ogun State,
Nigeria. She is currently a doctoral student of marketing in the Department of Business
Administration, University of Lagos, Nigeria.

Rasaki Stephen Dauda is a lecturer in the Department of Economics and Business Studies,
Redeemer’s University, Redemption City, Ogun State, Nigeria and a doctoral student,
Department of Economics, University of Ibadan, Ibadan, Nigeria. His areas of specialization
are Health Economics, Labour Economics and Development Economics.

Jayeola Olabisi is a lecturer in the Department of Financial Studies, Redeemer’s University,
Ogun State, Nigeria. He is also a research student at Obafemi Awolowo University, Ile-Ife,
Osun State, Nigeria.

38



Cooperative Finance in Developing Economies

AUTHORS’ CONTACT

Salome Ogheneochuko IGHOMEREHO Department of Economics and Business Studies,
Redeemer’s University, Ogun State, Nigeria. ochukoabere@yahoo.com

Rasaki Stephen DAUDA Department of Economics and Business Studies, Redeemer’s
University, Ogun State, Nigeria. adeldauda@yahoo.com, daudastephen@gmail.com,
daudas@run.edu.ng

Jayeola OLABISI Department of Financial Studies, Redeemer’s University, Ogun State,
Nigeria. jayeolaolabisi@yahoo.com

39



2012 International Year of Cooperatives

Chapter 4

THE ROLE OF INFORMAL MICROFINANCE AND
COOPERATIVES IN POVERTY ALLEVIATION AND
ECONOMIC DEVELOPMENT

Alexandra PEDZINSKI
Franklin ODOEMENAM

INTRODUCTION

such systems bring about genuine economic growth and poverty reduction by granting

access to resources that can be used to enhance the productivity and boost incomes of
micro and small entrepreneurs. However, little focus is placed on the duality of the financial
sector between the formal and informal. Especially with the exponential rise of formal
institutions dedicated to providing ‘pro poor’ services and with the transformation of
microfinance NGOs into commercial banks, the role of informal micro financing is reduced to
something secondary and diminishing. Nevertheless, the informality of developing economies
remains strong and is even experiencing a rapid resurgence in countries like Nigeria (Yusuf et
al., 2009), where the convergence of ineffective government financial and monetary policies
exacerbates the inability of formal financial institutions to reach the poorest of the poor.

g I Yhe idea of inclusive financial services for the poor rests largely on the assumption that

The prevalence of informal economic systems amongst the growth of the formal microfinance
sector exposes the inherent strengths of traditional cooperative financing mechanisms for rural
development, especially in Nigeria’s array of villages that still adhere to strong kinship
networks. Familiarity, trust and convenience (in terms of proximity) characterize most
informal transactions, while unregulated lending terms are generally conducive to the uptake
of financial services by the poor. Ultimately, the greatest illustration of the strength of
Nigeria’s informal economy is the fact that it provides services for 65% of the economically
active population and is responsible for 90% of new job creation (Meritime Securities, 2009).
As such, figures like the recent finding by Microfinance Information Exchange that 80 million
adult Nigerians remain unbanked (MIX, 2011) must be taken with the proverbial ‘grain of
salt’. In other words, statistics depicting the state of formal financial inclusion in the country
don’t take into account the dynamic activities of the informal sector in such a large
developing economy that may have a prominent role in poverty reduction and economic
growth.

The following analytical study seeks to describe the role of informal microfinance,
particularly through cooperatives, in poverty alleviation and economic development in
Nigeria. The literature review outlines key barriers to the country’s socioeconomic
development and conceptualizes poverty, economic development and microfinance through

40



Cooperative Finance in Developing Economies

the lens of the capability and asset-building approaches. It then goes on to detail the trajectory
of microfinance in Nigeria and the distinction between formal and informal financing for
micro entrepreneurs. The methodology and data presentation are contingent upon case studies
of informal cooperatives in Enugu, Imo and Ekiti State, respectively. The data analysis and
conclusions extract broader insights into the particular strengths of informal microfinance and
touch upon further research endeavors in these areas.

LITERATURE REVIEW

country on the continent with over 150 million inhabitants, Nigeria presents countless

opportunities for financing economic activities. However, systemic development
challenges have squandered the hopes of millions of poor Nigerians to access the resources
needed to boost local economic growth and improve their livelihoods. It is estimated that an
unprecedented 70 percent of Nigeria’s population is living below the international poverty
line of $1.25 per day (CIA World Factbook, 2007) and the country was recently rated in the
category of “least human development”, ranked 156 out of 187 developing countries by the
UN’s Human Development Index (UNDP, 2011). Other than extreme poverty, Nigeria’s
development challenges include an undiversified economy, bad governance characterized by
corruption and lack of transparency and accountability, and income inequality.

ﬁ s arguably the largest market in Africa, in the sense of being the most populous

With the advent of oil discovery in the 1960s, Nigeria’s economy has undergone appreciable
distortions in sector dominance. Today, approximately 95 percent of Nigeria’s revenue comes
from the oil sector (USAID, 2010). In turn, the country has gone from being a model
breadbasket for other developing African countries to facing a food import bill of $4.2 billion
per annum (Nigerian Tribune, 2011). Since the oil boom, Nigeria’s agricultural sector has
been ravaged by inconsistent government subsidy policies, neglect of indigenous farmers and
local markets, harsh climate changes and extensive rural-urban migration. The convergence of
these forces gradually transformed Nigeria from an agricultural export powerhouse into a net
importer for the last 40 years, increasingly dependent on external sources for its food security
and sustainability. Even today, although agriculture accounts for 41% of GDP, 38% of
economic growth and employs about 70% of the population, agricultural exports account for
only 2.6% of Nigeria’s total exports (USAID, 2010).

This trend has had an indelible effect on smallholder farmers and agricultural cooperatives,
groups that also fall into the category of the marginalized rural poor. Although the demand for
financial services for these groups remains high, formal institutions lack the incentive to
overcome the high costs associated with reaching the rural poor. In fact, only 500,000
smallholder farmers in Nigeria have access to insurance (MIX, 2011), a vital buffer for the
inherent volatility of the agricultural sector. It is evident, especially in Nigeria, that a rise in
informal and private sector intervention in the economy can be attributed to government
incapacity to bring financial services to the population at large, let alone those at the bottom
of the pyramid. In Nigeria’s case, current day corruption and bad governance can be traced
back to the discovery of vast quantities of crude oil and natural gas in the 1950s. Although it
was not until the 1970s that oil came to dominate the economy, transforming into an oil-rich
country in a short amount of time jump-started Nigeria’s trajectory as a state inflicted by the
Natural Resource Curse. Such a characterization is applied to countries that are rich in natural
resources (i.e. oil in this case) and yet their people continue to suffer from low socioeconomic
development (Frankel, 2009:3).
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Nigeria’s high economic growth generated by the oil sector in the past decades is a facade for
a country mired in poor resource management, rampant corruption and patrimonialism, an
extreme lack of transparency and accountability, and weak or nonexistent institutions, all of
which fall under the umbrella of bad governance. This precarious combination has rendered
the government virtually incapable of responding to the needs of the people, particularly the
millions of those living below the poverty level. In lieu of this void, informal financing
mechanisms have been strengthened while formal institutions have emerged to respond to the
exponentially growing demand for inclusive financial services.

Nigeria’s oil curse has also contributed to an endogenously evolving wealth gap between
those leveraged to reap the benefits of a corrupt system and those ‘left behind’. Besides a high
Gini Coefficient, pervasive income inequality has manifested in great disparities in the
financial services sector. Perhaps, more pressing is the recognition that institutions created to
address the circular problem of poverty and economic exclusion, namely microfinance NGOs,
banks, and non-bank financial intermediaries, are increasingly experiencing mission drift as
they expand and commercialize. In this transformation process, their social mission of
reaching the poorest of the poor is shifted to targeting middle income clients in order to meet
new regulations and collateral requirements. The ultimate result is a widening wealth gap that
increasingly marginalizes those at the bottom of the pyramid.

The broad notions of poverty and economic development in relation to microfinance as a
practice are, for the purpose of this paper, conceptualized within the theoretical framework of
the capability approach (Sen, 1999) as well as the asset-building approach (Sherraden, 1991;
Oliver and Shapiro, 2001), both of which are central to sustainable development theory. Both
approaches challenge conventional measurements of the relationship between poverty and
economic development vis-a-vis income or consumption. Within the context of this paper,
this approach creates a framework for answering guiding questions such as: What are the
causes of prevailing and widespread poverty in Nigeria? Does self-help based financing
present a strategy to poverty alleviation through empowerment and enhanced livelihoods?
Much of the current day relevance of the capability approach can be attributed to a
reconstitution of poverty, including a shift in perceptions of the poor and a new understanding
of their financial habits and needs (Pedzinski, 2011). What was once considered a static state
of living affecting a homogenous group, “poverty” is now understood as a dynamic
categorization grounded in a variety of endogenous and exogenous factors affecting a diverse
group of individuals with complex livelihoods. Poverty, in the nuanced sense, is not just a
state of living demarcated by a figure determined by multilateral institutions, but rather a state
of physical, social and other deprivations that limit the choices that the poor can make in their
daily lives.

Within the framework of the asset building and sustainable development model, economic
development is categorized on a variety of levels (individual, family, communal, national) and
measured in a number of ways. It is not enough to say that economic development is simply
economic growth. For the purpose of this paper, economic development can be considered
any or all of the following besides just GDP growth: Job creation, Reduction in absolute
poverty count, Narrowing income differentials, Economic empowerment, Enhanced financial
literacy, Reduction in vulnerability and exposure to financial risk, and Wealth
creation/Increase in assets. Standard definitions of microfinance describe it as a method to
offer poor people access to basic financial services such as loans, savings, money transfer
services and micro insurance (CGAP, 2012). Nevertheless, as the sector expands, institutions
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are discovering and developing more diversified products, services and methods of delivery.
For the sake of the topic at hand, a clear distinction needs to be made between formal
microfinance and informal microfinance.

CGAP defines formal financial providers as “those that are subject not only to general laws
but also to specific banking regulation and supervision (development banks, savings and
postal banks, commercial banks, and non-bank financial intermediaries) (CGAP, 2012).”
Semiformal providers are registered entities that are subject to commercials laws but are not
necessarily regulated or supervised by banks, including financial NGOs, credit unions and
cooperatives, although these may also fall into the category of informal groups.

Informal microfinance, on the other hand, refers largely to traditional methods of trading and
financial exchanges that emerge organically and are shaped by cultural values and norms. It
can be defined as a method to offer poor people access to basic financial services, but through
the informal sector, or outside the purview of government regulation (Ekpo et al, 2012).
Informal economic activities encompass a wide spectrum of small-scale, self-employment and
subsistence activities, such as petty trading, smallholder farming, repair services, etc., as well
as unregulated remittances. Unlike the structured formal sector, informal activities are
difficult to measure, but it is evident that they are “highly dynamic and contribute
substantially to the general growth of the economy and personal or household income (Ekpo
etal, 2012).”

NIGERIA’S MICROFINANCE SECTOR

Evolution of Microfinance in Nigeria

practices dominated the way that people accessed financial resources and made

financial transactions. In Nigeria, although not exclusively, informal sector finance
was and still is distinguished along traditional tribal lines, with varying characterizations by
the Hausas in the north, the Yorubas in the west and the Igbos in the southeast. Indigenous
microfinance arrangements assumed names like esusu to describe rotating savings and credit
associations and ajo to describe daily contribution schemes, or pooling (Oloyede, 2008). The
evolution of indigenous microfinance practices into formalized microfinance institutions
parallels the growth of a variety of channels and influences that have determined the current
day characteristics of Nigeria’s financial sector. These include mainly the rise of NGOs,
government initiatives and private sector actors. As ascertained by Ehigiamusoe (2011),
“Non-governmental Organisations played a pioneering role in the development of modern
microfinance in Nigeria (64)”. Before government policy took root in formalizing indigenous
microfinance practices, NGOs with a strict social mission to address poverty began setting up
a framework for the provision of affordable financial services to the rural poor, especially
women. Microfinance gradually became an autonomous extension of the health and other
social services provided by NGOs. Some early pioneers of community-based credit and
savings initiatives include Lift Above Poverty Organisation (LAPO), Farmers Development
Union (FADU), Community Women and Development (COWAD), Development Exchange
Centre (DEC) and Community Development Foundation (Ehigiamusoe, 2011).

B efore the spawn of Nigeria’s formal microfinance industry, indigenous microfinance

Much of the support given to the flourishing of NGOs and emerging microfinance institutions
(MFIs) came from foreign foundations and multilateral agencies in their attempt to address
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growing concerns over poverty and the evidence of extreme wealth disparities between what
was then labeled as the First world and Third world. A critical source of support came from
the United Nations Development Program (UNDP) and United Nations Capital Development
Fund (UNCPF) in their implementation of the Micro-Start Program modeled after ASA
Bangladesh. From 1998 to 2004, the program provided eight promising MFIs throughout the
country with targeted technical assistance in line with international best practices for the
provision of ‘pro poor’ financial services. Other key players in the burgeoning of Nigeria’s
microfinance sector were the Ford Foundation, Grameen Foundation and Oxfam-NOVIB
(Ehigiamusoe, 2011).

Motivated by the rise of non-governmental actors in the financial sector, the Government of
Nigeria attempted to gain control by enacting a number of initiatives dedicated to rural
development beginning in the 1970s. In particular, the National Agricultural and Cooperative
Bank (NACB) and the Rural Banking Scheme (RBS) were founded in order to facilitate
financial access to farmers. Subsequently, an Agricultural Credit Scheme Fund was developed
to provide a financial cushion for farmers facing risk from natural disasters. Finally, the
Export Financing Rediscount Facility was established to formalize and standardize rural credit
markets. Despite these measures, it became increasingly evident that such governmental
policies failed to grant financial access to those most in need (i.e. the rural poor) and that the
programs were largely unsustainable. In 1989, the programs promulgated in the 1970s were
abolished in favor of the establishment of The Peoples Bank, with a mandate to lend to the
poor. When this also failed, community banks were established to provide non-sophisticated
loans to rural areas. Eventually, the Central Bank of Nigeria (CBN) released the
“Microfinance Policy, Regulatory Framework (MPRF) for Nigeria,” which capitulated the
government’s direct involvement in the trajectory of Nigeria’s microfinance evolution. This
policy encouraged many of the community banks to reconstitute themselves as MFIs, and led
to a marked increase in non-bank institutions (i.e. microfinance NGOs).

Like the duality of the cooperative movement, private sector actors in the evolution of
Nigeria’s microfinance sector have evolved from informal, to semi-formal and formal actors
working simultaneously in a variety of ways to provide ‘pro poor’ financial services. Prior to
the enactment of the MPRF, private sector intervention in informal lending had traditionally
been dominated by moneylenders and itinerant savings collectors. Such options were
characterized by private capitalization and seen on the one hand as exploitative due to high
interest charges and, on the other hand, as convenient alternatives to commercial loans and
savings due to flexibility and lack of collateral requirements. Upon the release of the MPRF in
December of 2005, private sector initiatives took on a whole new dimension, as MFIs
proliferated throughout the country and individuals and private institutions were allowed to
capitalize microfinance banks. Today, there are over 900 MFIs throughout Nigeria. However,
with the growing trend to commercialize, private sector actors are losing their autonomy to
the purview of the government while simultaneously subjecting themselves to mission drift.
Nevertheless, in lieu of an extensive record of government incapacity to bring financial
services to those excluded from the sector, private sector-led microfinance plays a crucial role
in filling this void.

Formal versus Informal Microfinance in Nigeria

Microfinance as an approach to granting access to financial services to those excluded from
the commercial banking sector in Nigeria, has fragmented since the rise of formal MFIs in the
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1990s. What was once dominated by informal financing mechanisms is now a sector
inundated with a variety of actors seeking to supply a part of the huge market demands.
Formal microfinance in Nigeria is notionally under regulation by the Central Bank of Nigeria
(CBN) although, in practice, lax enforcement means that many institutions operate
autonomously (Marx, 2004:6). Under the umbrella of formal financial institutions lie a
number of actors, some of which are specific to the Nigerian context. The most prominent of
these are commercial and merchant banks (today known formally as universal banks), which
control approximately 90 percent of total bank sector assets (Osabuohien and Duruji:27).
Second are state-owned non-bank financial institutions and federal agricultural banks that act
as arms of the Nigerian Agricultural, Cooperative and Rural Development Bank, or NACRDB
(Marx, 2004:7). Another source of formal micro financing is through registered cooperatives
which, despite a long history of significance in the sector, are now virtually defunct
(Ehigiamusoe, 2011:91; Marx, 2004:8). Finally, community banks spawned out of a
government decree in 1992 that attempted to address the inability of commercial banks to
reach rural areas. Although community banks have a commendable motive, their actual
penetration in Nigeria is low, accounting for only about 0.6 percent of total bank sector assets
(Marx, 2004:15).

The informal microfinance sector, on the other hand, gains its relevance from the large
informal economies of developing countries. Indeed, Marx asserts that “Nigeria has a very
dynamic informal financial sector, which is certainly among the most dynamic ones on the
African continent (2004:5)”. Furthermore, Hans Dieter Seibel argues that informal
microcredit systems existed in Nigeria as far back as the 15" and 16™ centuries (2003:10-12)
implying that the country’s experience with informal microfinance is far from being replaced
by the rise of formal providers. Instead, it is largely recognized that formal and informal
financing schemes operate side by side in countries like Nigeria (Anyanwu, 2004:5). The
predominant sources of informal financing in Nigeria come from variations of traditional
savings and credit associations, or cooperatives. In the north, the rotating savings association
meets the needs of most petty traders with a relatively stable source of income that
discourages the take up of micro loans. Throughout the country, the rotating savings and
credit association (ROSCA) is the preferred mechanism for many micro entrepreneurs. The
‘rotating’” component refers to a fund that is created from the pooled resources of members,
which is then distributed as the groups deem fit. Most smallholder farmers concentrated in the
south of the country prefer the non-rotating savings and credit association, in which savings
are used for lending purposes and are repaid, plus interest, to the members after a determined
time period (Marx, 2004:8-9). Despite various versions, the basic premise of these types of
informal lending and savings schemes is that traditional groups work together for mutual
benefit, and to meet the common financial needs of the members (Anyanwu, 2004:4;
Ehigiamusoe, 2011:82).

Informal microfinance schemes in Nigeria operate under tribal-based distinctions between the
three main ethnic groups. Esusu, adashi and etoto are all terms to describe informal
microfinance arrangements by the Yorubas in the west, the Hausas in the north and the Igbos
in the east, respectively (Anyanwu, 2004:4). Such informal arrangements are concentrated in
rural areas, but are also present in urban communities (Ehigiamusoe, 2011:58).
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Measuring the Informal Microfinance Sector

All in all, an analysis of the informal microfinance sector in Nigeria is significantly hampered
by the inability to measure the penetration rates of informal arrangements, especially on a
national scale. Various studies have attempted to quantify the strength of informal financing
in Nigeria: A 2004 study by the Food and Agriculture Organisation (FAO) “estimated that 25
percent of all Nigerians access some informal source of financing (CGAP, 2009:10)”. A 2005
study by USAID estimated that a majority of financing for MSMEs comes from informal
microfinance such as personal savings and informal lending schemes (CGAP, 2009:10). A
2008 study by FinScope estimated that informal sources were the predominant mode of
financing for 24 percent of those surveyed.

Moreover, mechanisms posing as sources of formal microfinance which are supposed to be
regulated by the CBN are most often not accounted for by the government when asked to do
so. For example, a 2007 study on formal savings and credit cooperatives implemented by the
Cooperative Department in the Ministry of Agriculture found over 27,000 of such groups
registered at the national level and yet no information was available as to their individual
financial details or activities. A CGAP Access to Finance in Nigeria report concluded that “In
comparison to neighboring countries, savings and loans cooperatives are conspicuously
invisible on the landscape of formal financial intermediaries in Nigeria (2009:13).”

Gender Dimension of Informal Microfinance

In Nigeria, as in other developing countries, the clientele of microfinance is dominated by
low-income women, especially rural women, inasmuch as they are recognized as the most
vulnerable and marginalized demographic group. It is largely qualified that deep rooted
structural inequalities (Opata and Nweze, 2009:2) and pervasive gender biases prevalent in
developing economies underline the social and economic vulnerability of women in these
patriarchic societies. In addition to the provision of inclusive financial services to poor
women, microfinance institutions seek to empower this target group through opportunities to
better their lives and those of their family. Nevertheless, the high costs of rural financing
mean that most women still lack access to financial services and therefore are subject to
initiate and build upon informal mechanisms within their communities. In a study on
informal women’s cooperative microfinance societies in Enugu State, Nigeria, Opata and
Nweze found that both systemic gender inequality and lack of access to credit for rural
dwellers converge to encourage women to “organize their own forms of microfinance
institutions (MFIs) which are peculiar to their own needs (2009:2).”

METHODOLOGY

between 2008 and 2009 in various parts of Nigeria. The studies focus on financing of

informal cooperatives in Imo state, Enugu state and EKkiti state. All three case studies
used qualitative field surveys and/or interviews from a random sample of the target group, i.e.
the rural poor, in order to assess variable social impact indicators. The analysis is supported
by a causal linkage and theory-building framework as well as exploratory research in relevant
fields.

g I Yhis paper uses secondary case study analysis of three disparate case studies completed
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DATA PRESENTATION
Case Study: Enugu State

n 2009, a study by the Department of Agricultural Economics at the University of Nigeria

was done to analyze the role of informal women’s groups in Enugu State in southern

Nigeria (Opata and Nweze, 2009). The study was designed to determine whether or not
these women’s groups have contributed to poverty alleviation and economic development in a
local context through the accumulation of financial assets. The data was sourced from a
sample population randomly selected from local women’s cooperative groups as well as
secondary sources. The study asserted that, faced with gender-induced exclusion from
financial services, rural women in Nigeria organize themselves into informal cooperative
groups in order to facilitate credit and savings from each other as well as from external actors
such as NGOs, donors and development agencies. Utilizing multiple regression model
analysis, the study found that informal women’s cooperative MFIs have significantly
increased the volume of credit and savings of their members and that there is a statistically
significant relationship between socioeconomic determinants of these services and the volume
of services taken up by the members. In other words, the socioeconomic marginalization of
rural women (in terms of gender biases that perpetuate their financial exclusion) and the
inability of the government and the commercial financial sector to address these development
barriers explain the rise and strength of informal women’s cooperatives to identify their own
particular needs and to enable them to mobilize credit and savings from local NGOs.

Ultimately, the study shows how poor rural women are able to adopt informal financing
mechanisms within cooperative groups to support their income-generating activities and, as
such, to leverage increasing access to credit and savings as a result of high repayment rates.
In turn, the financial resources are used by the women to overcome gender barriers, increase
their incomes and build their financial assets as a way to enhance and sustain their
livelihoods. Overall, the study asserted that “Although the road to gender equality and poverty
alleviation is rough and challenging, this study has shown that informal women’s cooperative
MFIs have played a key role in addressing issues of poverty alleviation and gender inequality
(21).”

Case Study: Imo State

A 2008 study from the Department of Economics from the University of Uppsala was
conducted to determine whether informal lending schemes present a viable poverty reduction
strategy in the Obazu community of Mbiere in Imo State, Nigeria. The study analyzed the
Obazu Progressive Women’s Association, a longstanding NGO of approximately 350
members offering informal financing options to rural women in order to enhance their
capacity to contribute to self-induced, sustainable, socioeconomic development in the
community. The members include petty traders, smallholder farmers and other micro
entrepreneurs living in the outskirts of Owerri, the capital city of Imo State.

From the data collected through interviews and questionnaires, the study was significant with
respect to two main independent variables: amount of loan and years of membership. It found
that the women who received higher loan amounts (of 40,000 Naira or more) and had been
members of the organisation for at least seven years benefitted economically, politically and
socially within their community, although all recipients benefitted to some extent. The data
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was interpreted using qualitative livelihood indicators portraying the effect of informal
lending on poverty alleviation and economic growth at the individual, family and community
level. Ultimately, the study found that the women surveyed were empowered economically
through increased incomes, socially through enhancing their leverage in the community and
politically by strengthening their voice in decision-making processes. It concluded that local
community organisations involved in informal lending play a key role in lifting its members
out of poverty and contributing to their socioeconomic development.

Case Study: EKkiti State

In a 2008 study published in the African Economic and Business Review, Ekiti State was the
case study used to determine the effectiveness of the informal financial sector in mobilizing
savings for productive investment and rural development in Nigeria (Oloyede, 2008). Ekiti is
one of Nigeria’s smallest states, situated in the west and consisting of mainly Yorubas
involved in petty trading and subsistence farming. According to Oloyede (2008), “The major
types of informal financial institutions found in Ekiti State of Nigeria include the rotating
savings and credit associates (esusu), the daily contribution scheme (ajo), moneylenders,
traders associations, social clubs, youth clubs, town unions, religious organisations and
cooperative thrift and credit societies (36).”

The data of the study was generated through descriptive questionnaires administered to a
randomly selected group of over 1,000 respondents within villages throughout the state. An
analysis of the data reveals the strength and significance of informal financing for the
respondents. A majority of the group (58.6%) patronized the informal financial sector as
opposed to the formal and many respondents claim to utilize more than one mechanism, the
most popular being the ‘periodic contribution (4jo)’ group. Ultimately, the study found that
most funding for informal financing comes from members’ contributions and that these funds
are effectively allocated into income-generating activities and/or for sectors directly related to
socioeconomic development, particularly education. Moreover, it found that funds are hardly
ever used for consumption purposes, largely due to the fact that most respondents are engaged
in some level of agricultural activity. The conclusion was that “Informal financial institutions
help greatly in improving the rural community by providing funds for activities such as
business, agriculture, that accelerate rural development (60).”

DATA ANALYSIS

he examined case studies reveal the significance of informal microfinance for

cooperatives in facilitating an environment conducive to poverty alleviation and

economic development in the Nigerian context. The qualitative indicators from the
individual case studies can be extrapolated from inherent strengths of informal microfinance
versus its formal counterpart. The ability of informal financing to address the needs of its
recipients is rooted in social theory, or the “idea that social relationships are resources that
help people act effectively (Serageldin, 1999:i1).” In the context of microfinance, social theory
translates into social capital, or the idea that members of informal arrangements are mutually
dependent on each other in order to reap the benefits of the financial services. This is the case
when members of informal cooperatives are organized into self-help groups and essentially
guarantee the loan for each other, so that if one person in the group has trouble repaying, the
other members can mobilize to support them. This mutual dependence also works in creating
“positive pressure” to contribute to repayment lest the others suffer from default.
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It is clear from the case study data that the experiences that people gain from microfinance
operations and micro-entrepreneurial activities are more productive if they build relationships
which are based on trust. In other words, people achieve more results if they collaborate in
building networks with other people who share the same values and interests in running their
enterprises. The central argument of social capital is that social networks have value. Social
capital in this context refers to the collective value of social networks and the tendency that
emerges from these networks to do things for each other, i.e. the norms of reciprocity. In
practice, social capital is used as a form of intangible collateral for guaranteeing loans as an
alternative to physical collateral required by commercial banks which poses the gravest
barrier for the poor in accessing financial services. It is largely recognized that social capital
is a much more effective tool for informal mechanisms to guarantee repayment and protect
against risk because of the trust, reciprocity, information and cooperation that are associated
with strong social ties. In this case, all members have a stake in the success of each member’s
enterprise in order to maintain their flow of access to credit and savings to grow their
ventures. Social capital is also used as leverage for effective mobilization of savings as a form
of repayment and asset accumulation. In a study comparing cooperatives in Anambra State,
Seibel asserts that “Cooperative societies based on indigenous savings and credit associations
are more effective in mobilizing personal savings in terms of all other economic indicators
than cooperatives without such a basis (2004:5).”

The virtues of social capital translate into the Nigerian case studies as evidenced by the
qualitative data from the interviews and questionnaires. In the Enugu study, the authors assert
that the social stigma attached to not being creditworthy influences members to pay back and
that the trust, social cohesion and mutual dependence inherent in