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Effectiveness of Daily Collector Systemsin Financing Development of Small
scale Rural Agribusinessin Delta State, Nigeria

ABSTRACT

The effectiveness of indigenous daily collectosteyn in terms of security and growth of savings of
smallholde agribusinessr entrepreneurs has attratte brilliant minds of Economist. This study
investigates the effectiveness of Indigenous Da&igposit collector system in savings security and
mobilization,Structured questionnaire was used dtlect primary data from 76 randomly selected
respondents (agribusiness entrepreneurs). Deseriptatistics were used to analyze data. Thetresul
shows that one daily collector could service a mefa@5 daily depositors.Daily depositor could save
mean of N9,100 — N13,000 a month. Indigenous dhalyosits system encourages capital accumulation in
small bits but continously. Daily depositors expgegs preference and confidence in the indigenoug dai
deposit system principally due to elimination oktdnce factor and stringent protocols involved in
conventional banking. Traditional daily depositlector system was rated effective (57.7%) in teofns
security of savings, mobilization of savings amtess to deposits. The main constraints are low
disposable income and irregular deposits. It walcoled that indigenous daily deposit collectortesys

is an effective complement of conventional banksggtem. It was recommended that indigenous daily
deposit collector system should be encouraged npt@ment conventional conventionalbanking system
in financing Agribusiness.

KEYWORDS: effectiveness; indigenous; daily savings; investment; smallscale agribusiness.

INTRODUCTION

The historical emphasis on credit in the micro ficea movement implicitly assumes that the poor canno
save for investments, and must therefore borrowreddtively high interest rates for business
development..The above assumption was confirnedGogh, (2008), with a renewed focus on

encouraging the promotion of savings in rural sgti Adams (1978) decries the lack of focus on
expanding rural savings capacity and argues thit arfew nation stress mobilization of voluntary

personal savings, arguing further that policy makexve too hastely assumed that rural householbare

poor to save, that there is no excess cash flom frcome and that those that do acquire additional
income spend it on consumption. Yet evidence omlrsaving behaviour from various nations has
indicated impressive propensities to save amongl rpeople. Rural households have a substantial
capacity for personal saving. Their capacity toessvhowever adversely influenced by rural finahcia

markets.

The analysis of household saving behaviour iseeat. For instance, Von Pischke (1978) argues
that rural households can save, but that they hgwecific needs due to low account balances, sahson
income, remote location, non-cash assets, highsaion operations. The development policy

prescription in encouraging savings lies in thegtesf financial strategies to serve these speaoiéieds.
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Poor households have to make choices between cptismminvestment and savings. Having the right
financial services conveniently available mightphi#lem make the choice they prefer over a longogeri
(Dean and Jonathan, 2009).

No study is recorded to have been carried out aty @aposit systems (DDS) in developing countries
such as Nigeria. This study therefore adopts acatmnomic approach in investigating the effectigsne

of daily financial deposit for the development ofadl scale agribusiness entterprises in Delta State

The survival of any agribusiness enterprise in N&gelepends on how the owner(s) plans, analyses,
operates and manages sources of financing. Agnessifarm firms, include; fast foods enterprises,
leather enterprises, bakeries, fisheries, piggemssaurants, poultries and the related firmsyThequire
massive attention and support given fact that gmeymajor sources of employment just like the other
non- agribusiness enterprises. They have a higiygaoity for generating employment in Nigeria than
some large scale enterprises CBN (1990). Indigesaumg systems are important sources of domestic
capital formation via the mobilization and produeti channeling of private savings. Small scale
agribusiness play significant roles in the locald amational development and growth of various
economies, they oftenn referred to as “the engihegrowth” and catalysts for socio economic
transformation of any country. Strengthening agibess capital base through daily saving system is

vital to development (Oriwuemess al, 2000)..

Rutherford (2000), puts forward a simple solutiondal to the dual problems of volatility of incomeda
inability to borrow among resource poor househoRsatherford (2000) recommends daily deposit
mechanisms for the rural poor to make small depdisét would cumulate to large withdrawals. Theaid

is that poor people can save and that they wasiate in order to meet life cycle needs, cope with
emergencies, acquire assets and expand busindssisof these needs require lump-sums, whereas,
income of the poor often comes in small installregistmall scale entrepreneurial income). Puttingghe
ideas together, it becomes clear that the poor haeeen (irregular) cash flow, thus the need te sand

they have small income, thus small capacity oitglid save.

What the small-scale entrepreneurs require ifeg sanvenient place to keep their small income
and a simple financial structure with which to gitice the accumulation of lots of small sums anélitt
transformation into a large sum. A variety of hogrewn (indigenous) mechanisms including Rotating
Savings and Credit Associations (ROSCAs) and Depodlectors systems who charge the poor to
collect their savings. The effectiveness of DailgpDsit System in terms convenience, security,

simplicity, liquidity and incentive deserves créldnvestigation.



69
70
71
72

73
74
75
76
77
78
79
80
81

82
83
84
85

86
87

88

89

90

91

92

93

94
95

96

Small-scale agribusiness entrepreneurs are oftgarded as the financially underserved sector @f th
economy. Consequently, small scale enterprisesinesraall in scale of operation; output is small,
income is small and unable to satisfy demand (Aach2p11). Expansion of the small and medium scale

enterprises would require financial injection thgbunternal and external financing.

External financing through credit scheme is offéficult to access by small scale entrepreneurs
due to lack of collateral. The common alternatigeiriternal financing through saving mobilization.
Savings through conventional banking is fraughthvwibme limitations such as distance and stringent
conditions. Informal rural financial system such @susu, cooperative societies, rotatory savings and
credit associations and daily deposit system. Enmus informal financial system have their peaitiies
and feature. Deposit the relevance of daily depysitem in the rural financial economy, theretitelior
no study that describes its procedure, effectiveragsl constraints, particularly when compared with
conventional banking. Sanusi (1999) lamented thatinternal financial system which controls about

82% of money outside the conventional banking sydtas made monetary policy ineffective, at best.

A comprehensive investigation of daily deposit egstas a saving strategy will provide
information on the saving behaviour of small sadeibusiness operators and how it translates tmgav
mobilization. This study was designed to fill tiiformation gap on the effectiveness of daily dépas

indigenous saving method.

The broad objective of the study was to investighee security of daily deposit system in saving

mobilization among small scale agribusiness engireguirs in the study area.

The specific objectives of the study were to:

(i.) describe the structure of indigenous dailpaigt system in the study area.

(ii.) determine the amount saved per month thrdadlgenous daily deposit system.
(iii.) assess the security of indigenous daily sggideposit services.

(iv.) identify the constraints to indigenous dadgposit system.

The study was guided with the following null hypesis.

Ho;:  Daily deposit system is not more effective thamwentional banking in capital accumulation

among small scale agribusiness entrepreneurs.

THEORETICAL FRAMEWORK
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Part of the wealth saved can be utilized for furtksepansion of production Saving prevents wastage o
unnecessary usage on any form of capital, (Oxfahdaficed learners Dictionary, 2007). If all peoe c

save, the aggregate savings will increase, andeggtg investment will increase.

Different theories of savings hae been reviewedAbhoja (2013); mathematical theory of saving,
contemporary theory of saving, life cycle theorysafving, buffer stock theory of saving and cladsica
theory of saving were clearly analyzed as exengalifty Caroll, (1992). The life cycle theory of say
stipulates that working class level of saving imses with age, attains a maximum point at retire¢rzed
begins to dwindle. To that extent, savings depamdage of the saver. This is probably due to tlee fa

that consumption patterns varies with age of thersgchoja, 2013).

Indigenous daily saving systems are hinged on th#eB stock saving theory which stipulates that
households build up liquid savings in order to ceyth income variability or to withstand income
shocks. The buffer stock theory was derived froberimemporal utility maximization. The part of the
income saved will flow back to the economy throumgrestment for the production of consumable goods
and services. The conclusion is that savings nmgalioutside the conventional banking system wolivil

into the economy through investment.

Capital is demanded by the investor because @rdtluctivity. The demand for capital is
inversely related to the rate of interest. The §uppcapital depend upon saving, rather upon tiktev
save and the power to save of the community. Saoelp save irrespective of the rate of intereseyTh
would continue to save even if the rate of intemeste zero. There are others who save because the

current rate of interest is just enough to inducthe save.

To that extent, saving involves a sacrifice, alestice or waival of present consumption in order
to earn interest. The supply of loanable funds cofram savings, dishoarding and bank credit. Paison
savings are the main source of savings which deppaod the income level and the willingness of peopl

to save.

The effectiveness of savings programs can becdiffto measure both because, savings is hard to
capture in survey data and because it is hard diatées savings from other financial services: few
institutions offer only savings. Three factors fmatarly complicate measurement, size, timing and
diffusion. Unlike credit inflows, which can be sitta relative to household income savings flows lgan
guite small and balances accumulate slowly. Alse,timing of the change in behaviour and outcome is
less clear. For households, savings develop slthwyugh a small reduction in consumption over time,

with a large inflow later. At some point the houskehwill have built up enough savings to protect
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themselves from shocks (like sickness or unemplogn® pay school fees, or to short a business.

Researchers need to measure savings balancestiplenubints over several years.

The last issue diffusion, is perhaps the most mamb. Indigenous households save in all
different ways. In addition to formal savings ingtions, they may save cash at home, with deposit
collectors, within a savings club (such as a Roecd)y lending to family members. They may alsoesav
in non-cash assets such as jewelry or livestockevaiuation that failed to capture these diffesatings
systems could understate savings rates, potentedlying to incorrect conclusions about the impsct

the program.
RESEARCH METHODOLOGY
Description of the study area, Sampling Procedur e and Data collection Techniques

Delta state, Nigeria was the study area. The odimupaf the people in the rural area includes sscale
agribusiness in livestocks, fishing, crops subgecitere exist both formal and informal financial
institutions in the area. Most of the formal finedénstitutions (commercial banks) are locateddemay

from smallscale agribusiness operators.

Random sampling procedures was applied to selexts#mple for the study. The selected
communities were, Ogbeogonogo market quarters, iNinetad quarters, Umuaji quarters, and camp 74
quarters. A total of nineteen (19) respondents vsetected in each selected community/quarters. This
gave a total number of 76 respondents that werglsginand studied. Data for the study were obtained
from primary sources. The primary data were ole@jrusing the structured questionnaire that were

administered to the respondents.
Data Analysis

Primary data collected,were analyzed with the Usdescriptive and inferetial statistical tools.
These include mean, percentage,frequency distoibusind tables. Data collected on perception of
respondents on effectiveness of daily deposit ctatesystem were measured on Likert scale. Average

score of 2.50 was set as threshold. Beyond thehble, responses were considered significant.
.RESULTSAND DISCUSSION

Structure of Daily Deposit System in Delta state

The daily deposit system is composed of the sugpily and the demand side. The isusu daily collector

(savings service provider) occupy the supply sitideanthe small scale business entrepreneurs odtigpy



157 demand side of the savings service system. The dailectors collect deposits from daily deposit
158  contributors every day and return the accumulatethgs at the end of the month. They do not charge
159 interest on the deposits. They however withhold degosit per month as an agreed fee. (i.e. 1/30kK110
160 = 3.3% commission). This result is similar to tharlier report of Dean and Jonathan (2009) who
161  observed that the popularity of daily deposit atlies offers clear indications of the demand fofirsgs

162  services. They however offered insight into som#hefconstraints on the daily savings deposit sesvi

163 Tablel: Mean Amount Saved by Small scale Agribussirientrepreneurs per Month in Traditional Daily
164  Deposit System

Amount saved per month Frequency (n=76) Per centage (%)
Traditional conventional Indigenous conventional
N5,000 12 60 15.7 78.9
N5,100 — N1,000 10 5 13.15 6.5
N9,100 — N13,000 50 5 65.7 6.5
Above N13,000 4 6 5.2 7.8
76 76 100 100

165  (source: Field Data 2013).

166  Table 1 shows the mean amount saved by responideméslition daily deposit system and conventional
167 banks in the study area. The result shows that ntaj678.9%) saved N5,000 and below in the
168  conentional banks while majority (65.7%) saved 50, on the average with traditional daily deposit

169  system.

170 This results imply that the traditional daily dsfiosystem encouraged more saving on the
171  average than the conventional banks in the studg.arhis result could be due to the fact that the
172  traditional daily deposit collector goes to the dpost of the small scale agribusiness entrepranigur
173  collect their daily savings unlike the conventiobahk. The average saver stays some kilometers away
174  from the conventional banks. To that extent, distaand cost of transportation to the nearest bsirk i
175  source of discouragement to small savers. Thetiwadl daily deposit system could serve the sntles

176  agribusiness enterpreneurs better than the covehtbanks in this respect.

177  Perception of Respondentswith respect to the safety of traditional daily Deposit System.
178  Table 2 : Perception of savers about the effecisernf traditional daily deposit system

ltems SDA DA ubD A SA Total

i.IsTraditonal  daily| 10 (1.78) | 7 (1.40) 3 (0.70) 16(1.71) | 40(3.50) |76




deposit system safe?

i. Do vyou prefer| 20 (2.00) 3 (0.70) 3 (0.70) 20(2.00) 30 (2.75) 76
traditional daily deposi
system to conventiona
banks becous

proximity?

ii. Are you confident| 12 (1.81) 8 (1.67) 4 (0.71) 21(2.01) 31(2.79) 76
in  depositing  youf
savings with traditiona

daily collector?

179  (source: Field Data 2013)

180 Note: The values in parenthesis are the correspgndiverage scores for responses and any valué equa

181  and greater than 2.50 is considered significant.
182  Where:

183  SDA = Strongly disagree

184 DA = Disagree

185 A =Agree

186  SA = Strongly Agree

187  UD = Undecided

188  Table 2 presents the distribution of respondentsgmtions on the effectiveness of traditional ydail
189  deposit collector system in the study area. Thelr@sdicates that majority40% (3.50) strongly agreed

190 that the traditional daily deposit collector systésneffective in temrs of security of their depssit
191 Majority of them 65.8% of respondents in the puesitaffirmative that the traditional daily deposit
192  collector service is preferable to the conventidmatks, while majority, 68.4% expressed confidence

193  the saving services render by traditional dailya$ét collectors in the study area.
194  Constraintsto Indigenous Savings Daily Deposit Services

195 Table3: Congraintsto Indigenous Daily Savings Deposit Services

S/INo | Constraints Frequency (n-76) Per centage (n= 76)
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217

218

1 Low disposable income of savers 40 52.0
2 High price paid for collector services 7 9.2
3 High risk of loss of savings 15 19.7
4 Saving services provided is faulty 7 9.2
5 Irregular deposit 7 9.2
6 Lack of access to credit 8 10.5
Total 76 100

Source: (2013 survey Data)

Table 3 shows the distribution of the constrairgsirfg the effectiveness of indigenous daily deposit
system in the study area. The result shows thatdmposable income (52%) is the major constraint
facing the effectiveness of daily deposit systerthe® constraints include high risk of loss of sggin
(19.7%), high price paid for daily collectors sees (9.7%), faultly services provided (9.7%), itieg
deposit (9.7%) and lack of access to credit. Tiselte of the study indicate that the major constrto

indigenous daily savings deposit services is lospdsable income of savers.
CONCLUSION/RECOMMENDATIONS

From the result of the study, it was obvious tlhat tuarl agribusiness entrepreneurs could withdhewv
amount they deposited at the end of every finayciéc The daily deposit system is therefore coneidie
as safe saving and credit system. There was ewddehthe practice of partnership with conventional
banks in the security of the fund contributed byakrentrepreneurs. While they pull funds from rural
entreprenuers and channel such funds to the cdomahbanks, they depend on the insurance polidy an
security apparatus of conventional banks for furclgty. It was concluded that indigenous daily atép
collector system in this regard, could effectivelgmplement conventional banking system in rural

Agribusiness financing.
In order to promote the financing of smallscaleiBgsiness in the rural area, it is recommended that

Daily deposit system should be considered asmbaareement strategy for rural development. Technica
training programs should be organized in the formseminar for both small scale agribusiness
entrepreneurs and daily deposit collectors for iptesssmprovement in the system in the study area.
Further studies should be conducted on the sawidgceedit effectiveness of indigenous daily deposit

collector sytems in other parts of Nigeria.
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