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Abstract:
Purpose: Despite the fact that low-income households have limited financial literacy and are
regarded as unbanked, they still earn higher returns on their savings. The aim of this study
was to examine financial literacy and stokvels savings of low-income households in South
Africa.
Design/Methodology/Approach: The study is using a quantitative research methodology
(descriptive statistics and correlation analysis) with data collected from questionnaires
administered to respondents in Gauteng province.
Findings: The results revealed that more females (52,3%) than males (45,1%) participate in
stokvels. As regards the education levels of participants, most respondents indicated that
they had a matric (33,9%) or had no schooling (16,8%). It was found that low-income
households tend to invest in stokvels to provide for high festive season cash requirements
(with the highest mean of 4,62) while others invest in pyramid schemes to generates lots of
income (with the lowest mean of 4,07).
Practical Implications: These results may be used to guide policymakers in terms of where
emphasis should be placed regarding financial literacy in savings for low-income South
African households.
Originality value: An examinination was done in financial literacy and stokvels savings of
low-income households in South Africa. Furthermore, stokvels are regarded as unbanked.
The results revealed that stokvels low-income households are generally financially illiterate
contrary to many studies the relationship between stokvels and savings is not assymetry .
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1. Introduction
Limited financial literacy and a lack of information affect the ability to save and
access to credit by low-income households (Lusardi, 2008). Moreover, the majority
of individuals who are financially illiterate are unable to save with financial
institutions (Lusardi and Mitchell, 2007). Low-income households will only demand
financial services and products if they have enough information about them (Cole et
al., 2011). FinMark Trust (2008) further indicates that a lack of financial literacy (as
per Figure 1 below) contributes to the low savings culture in South Africa.
Figure 1. Desired financial knowledge (FinMark Trust, 2008)

Source: Own study.

It is evident from the preceding exposition that there is a weak culture of saving in
South Africa and saving is not being encouraged as rigorously as credit is sought
(Engelbrecht, 2009). Change could only be effected through legislation, putting
pressure on low-income households to save (Engelbrecht, 2009). According to
FinMark Trust (2007), low-income households’ willingness to save is positively
correlated with education levels and, more specifically, financial literacy, which
should be based on general theories of saving behaviour.
However, Jappelli, and Padula (2011) established that limited financial literacy and
savings are positively correlated, which explains why in the South African case both
savings and financial literacy are low. Lusardi and Mitchell (2007) argued that the
lack of financial education and discipline in compiling and reconciling a budget is a
problem among low-income households. Financial literacy is particularly important
because, with greater knowledge people, are less likely to fall victim to unscrupulous
moneylenders who might be offering inappropriate products with no transparency at
high interest rates.
Financial literacy is believed to be one of the most important barriers to accessing
credit. Stokvels fill the gap by providing education to low-income households with
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savings and the best ways to improve their lives. The objective of this study was
specifically to link the presence of financial literacy and stokvel savings in lowincome households. The literature work is guided by the theories, which are
summarised by Lusardi (2008) as additional evidence that lack of financial literacy
is considered a severe impediment to saving. Consequently, the government together
with educators has promoted financial education programmes.
Moreover, Lusardi and Mitchell (2014) shows that few individuals possess the
necessary financial skills required to make decisions to save or invest and consume
between periods. Gale and Levine (2010) define financial literacy as the ability to
make informed judgements and effective decisions regarding the use and
management of money and wealth. Baron (2015) describes financial literacy as
reading and writing, is most commonly target as an approach to provide spaces for
empowerment for marginalised low-income households.
The remainder of this article is structured as follows: section 2 contains a literature
review, section 3 describes the methodology used, section 4 discusses and interprets
the results, while section 5 summarises the study.
2. Literature Review
Finscope research estimates that the membership savings of burial societies and
stokvels contribute between R25 billion and R44 billion to the national economy
(South African Government, 2015). According to a 2014 report by African Response,
based on the latest survey on the status and market potential of stokvels, there are 8,6
million stokvel members in South Africa which represents 23% of the adult
population and an estimated 421 000 stokvels in total. On average, stokvel members
belong to 1, 3 stokvels. The number of individuals belonging to stokvels has
increased to an average of 31 members per stokvel. This makes sense when
considering that burial societies are now the biggest segment of the stokvel market –
as they are typically bigger groups. Membership of burial stokvels goes up as high as
100 members per group, while savings, investment and birthday stokvels reflect a
much lower membership per stokvel.
However, the South African Savings Institute (2019) has noted that the household
saving rate in South Africa increased to -0.10% in the first quarter of 2019, from -0,
50% in the fourth quarter of 2018. Personal savings in South Africa averaged 4,75%
from 1960 up to 2019, reaching an all-time high of 23,80% in the second quarter of
1972 and a record low of -2,50% in the fourth quarter of 2013. There is no credit
check when joining stokvels, as members trust one another.
Despite high demand for saving among low-income households, South Africa as a
whole has a very low savings rate (Moyagabo, 2015). The lack of a formal saving
culture has been perpetuated by the high banking fee structures, inaccessibility to
formal savings products and the limited financial literacy of low-income households.
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Stokvels are growing in popularity as a savings vehicle, despite official statistics
indicating that South Africa has a very low saving rate (Moyagabo, 2015). In South
Africa, there is a growing awareness of the need to facilitate understanding by all
individuals and households of finances, its benefits and possible risks, as financial
services nowadays are available to everyone (Caplinska and Ohotina, 2019). The
problem of financial literacy can be particularly limiting for families that live in
communities where there is a low median income, where unemployment is common
and where financial capability is low (Baron, 2015). The majority of low-income
households do not have time to read and write, and a lack of financial knowledge
inhibits them from making financially sound decisions, or anticipating future costs
relating to a decision made today. In addition, they cannot use bank automatic teller
machines (Brown, 2006).
According to Piprek et al. (2004), limited financial literacy and financial
understanding leads to poor financial decisions that are often burdensome and
irreversible for the affected low-income households. The financial isolation of lowincome households often results in their lack of financial understanding, which in
turn leads them to further distance themselves from banks. In lacking basic financial
knowledge, low-income households cannot perform simple calculations and the
saving behaviour is dominated by crude rule of thumb (Lusardi, 2012).
The South African festive season starts in December when the schools close.
Accordingly, low-income households save with stokvels during the year and share
investments to buy groceries in bulk, to travel to rural areas, to buy school uniforms,
and to pay school fees, furniture as well as for celebrations.
3. Research Methodology
3.1 Sampling Strategy
This study followed a survey design using a quantitative research approach. Bryman
and Bell (2007) define sampling as the selection of a fragment of the population for
the research process. A multi-stage sampling strategy was applied in this study and
respondents were randomly selected. In the first stage, Gauteng, one of South
Africa’s nine provinces, was selected because of its proximity to the researcher thus
reducing the cost of travel. In the second stage, respondents were drawn from the
cities of Pretoria and Johannesburg and, in the third stage, primary research was
conducted by distributing self-administered research questionnaires to a sample of
600 stokvel members of which 386 made the final sample. Table 1 below shows the
gender distribution of the respondents.
This study adhered to all the principles of the University of South Africa (UNISA)
Research Ethics, as well as the main ethical considerations as guided by Babbie
(2007). In order to comply with ethical considerations, the researcher applied for and
obtained ethical clearance from the University of South Africa (UNISA) prior to
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carrying out the survey. In addition, before completing the questionnaires,
respondents were provided with a consent form to sign indicating their voluntary
consent to participate in the study (Creswell, 2003). The researcher ensured that the
study posed no harm to the respondents (Flick, 2006), who were not compelled to
answer the questionnaire. Consistent with Cooper and Schindler (2011), all
respondent information was kept confidential.
Table 1. Characteristics of respondents
Total number of stokvels members
Male
Female

386
45,1%
52,3%

Source: Own study.

4. Discussion and Interpretation of the Results
Figure 1 below summarises the demographic information pertaining to the
respondents, specifically the respondents’ level of education.
Figure 1. Frequency of respondents regarding education

Source: Own study.

The results showed that most of the respondents had a matric, indicated by 33,9% of
the total sample, followed by respondents who were degree holders at 20,2% of the
total sample, while those with no schooling comprised 16,8% of the total sample,
14,8% were diploma holders and 9.8% had a national certificate. The literature states
that all South Africans have a right to basic education and the Bill of Rights obliges
the government to make education progressively available and accessible through
reasonable measures.
According to Berg and Lune (2012), education refers “to the delivery of knowledge,
skills and information from teachers to students. Education results in the
empowerment of people and enables them to think clearly and act effectively to
achieve self-selected goals and aspirations”.
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Table 2 indicates the mean and standard deviation of the dependent and independent
variables to signify the magnitude to which the sampled respondents strongly agreed
with the items in the questionnaire.
Table 2. Descriptive statistics, factors that influence members to participate in
stokvels
Interest on investment is very
low in banks
Unlike in a bank, terminating
an
investment
before
maturity is negotiable
Investing in a pyramid scheme
generates lots of income
Investment
in
pyramid
schemes can be terminated at
any time
High festive season cash
requirements
Valid N (listwise)
Source: Own study.

N

Minimum

Maximum

Mean

Std. Dev.

94

1

5

4,18

,994

97

1

5

4,10

,860

89

2

5

4,07

,837

86

1

5

4,34

1,001

157

1

44

4,62

3,342

36

4.1 High Cash Requirements During the Festive Season
The mean results of the variables show how the respondents assessed each
statement. The highest mean was “I invest in a stokvel to provide for high festive
season cash requirements” with a numerical value of 4,62. Low-income households
save with stokvels and share their savings in December. Members of such
households also visit rural areas in December, hence, the majority of the stokvel
respondents agreed that, “around the 1930s there was an influx of rural-urban
migrants, particularly women, as they arrived in the cities and towns to join their
husbands who were working on the mines”. In December, groceries are purchased
in bulk and distributed equally among members to coincide with year-end festivities
(Weavind, 2013).
4.2 Lower Risk of Failure than Pyramid Schemes
The second highest mean was “I invest with stokvels because investment in pyramid
schemes can be terminated at any time” with a numerical value of 4,34. The
literature states that pyramid schemes use money collected from new recruits to pay
off early investors until eventually the pyramid collapses. Grobler (2015) noted that
poor financial literacy leads to low-income households not taking saving seriously.
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4.3 Interest rates
The third highest mean was “I invest with stokvels because interest on investment is
very low in banks” with a numerical value of 4,18. Oji (2015) noted that households
with low and middle income save their money in stokvels which results in a loss of
interest income that would be generated if money were deposited in an account at a
formal financial institution.
4.4 Negotiable Termination of Investment
The fourth highest mean was “I invest with stokvels because, unlike in a bank,
terminating an investment before maturing is negotiable” with a numerical value of
4, 0. Investment in participating stokvels plays an important role in reducing poverty
and inequality in Gauteng province. It enables low-income households to save and
they can terminate an investment before maturity by negotiating with stokvel
members.
4.5 High Income Earned
The lowest mean was “I invest with stokvels because investing in pyramid scheme
generates lots of income, share cash savings in December” with a numerical value of
4,07. Lack of financial literature, low-income households want to get rich quickly by
joining pyramid schemes stokvel, pooling their contributions and investing the
money to get higher long-term returns.
The correlation matrix indicates the results of the Pearson product-moment
correlation of the continuous variable. As shown in Table 3, the r value correlation
ranges from 0,267 to 0,958. This indicates a reasonable relationship between
constructs, as the r value can range from -1 to 1. If the value of r is close to 1 there is
a stronger relationship between constructs. P-values smaller than 0,05 indicate a
significant correlation between constructs.
Table 3. Correlations, Factors and Stokvel Performance
Interest on
investment
is very low
in banks

Interest on
investment is
very low in
banks

Unlike in a
bank,

Unlike in a
bank,
terminating
an
investment
before
maturity is
negotiable
.737**

Investing
in
pyramid
scheme
generates
lots of
income

Investment
in pyramid
schemes
can be
terminated
at any time

Invest for
high festive
season cash
requirement

.675**

.713**

.267

.000

.000

.000

.091

Pearson
correlation
Sig.
(2tailed)
N

1

94

37

37

38

41

Pearson
correlation

.737**

1

.865**

.958**

.299
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terminating
Sig.
(2.000
an
tailed)
investment
N
37
97
before
maturity is
negotiable
Investing in
Pearson
.675*
.865**
pyramid
correlation
schemes
Sig.
(2.000
.000
generates lots
tailed)
of income
N
37
36
An
Pearson
.713**
.958**
investment in
correlation
a pyramid
Sig.
(2.000
.000
scheme can
tailed)
be terminated
N
38
36
at any time
To provide
Pearson
.267
.299
for high
correlation
festive
Sig.
(2.091
.076
season cash
tailed)
requirements
N
41
36
**. Correlation is significant at the 0.01 level (2-tailed).
*. Correlation is significant at the 0.05 level (2-tailed).

.000

.000

.076

36

36

36

1

.887**

.479**

.000

.002

39
1

41
.328*

89
.887**
.000

.039

39

86

40

.479**

.328*

1

.002

.039

41

40

157

Source: Own study.

5. Conclusions and Recommendations
The literature to date has shown that stokvels low-income households are generally
financially illiterate. There are important differences that affect financial literacy.
One of these is gender, the findings of this research clearly indicate that stokvel
participants tend to be mainly women at 52,0%. This is supported by Buijs (2002)
and Ngcobo and Chisasa (2018) who found that most women participated in stokvels
because they were poor, uneducated and unemployed. In line with this argument,
people who are employed but earn a lower income tend to supplement their income
by belonging to stokvels (Mboweni, 1990).
In terms of financial literacy, 33,9% of the total sample indicated that their highest
qualification was matric. Lack of financial knowledge, in need of financial literature
education and the best ways to improve savings with financial institutions. The
Financial Literacy and Education Commission (FLEC, 2011) states that it is
“important that all individuals and families, including those of diverse and
underserved populations, [be] aware of and have access to reliable, clear, timely,
relevant and effective financial information and educational resources”.
According to Baron (2015), the problem with financial literacy can be particularly
limiting for families who live in communities where incomes are low or median,
unemployment is common and financial capability is low. For low-income
households, lack of basic financial knowledge and skills in addition to a meagre
subsistence level income prohibits them from amassing the savings to even consider
investment options.
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This survey developed an indicator of factors related to saving that influence
members to participate in stokvels. In this survey, low-income households invest in
stokvels to provide for high festive season cash requirements with the highest mean
(4,62) and invest in pyramid scheme to generate lots of income with the lowest mean
(4,07).
The results of the study can be used to guide policymakers on where to place more
emphasis in terms of financial literacy regarding savings for South African lowincome households.
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