Informal Sector Microfinancing
for Poverty Alleviation in Namibia

Jing Xie
Princeton University

Abstract

The relationship between poverty and informal labor has been the focal point of many literatures. Several literatures
studied the one-directional relationship from poverty or informality . The result found that a low standard of living and
low exposure to formal sector employment under poverty forced households into the informal sector. On the other hand,
the economic conditions associated with informality, such as low wages and low skills, lower individual’s prospects and
strip their chance into the formal sector. Contrary to the one-direction studies, Bolarinwa and Simatele (2022) investi-
gated the simultaneous and dynamic framework between informality and poverty. Using data from forty sub-Saharan
African countries, they concluded a bilateral causal relationship between these two factors, and the relationship seems to
hinge on income level. Consequently, they suggested governments in the region focus on improving the access to resources
to allow poor informal sectors to start or maintain basic income and thus achieve poverty reduction.

One of the most significant challenges facing informal sector laborers is the access to financial resources. Some poor
people in the informal sector may have entrepreneurial ideas to start a business, need stable funding to maintain their
vendor businesses, or need emergency money for health or education-related expenses. Howeuver, most formal banks will
reject their funding request due to a lack of collateral and high default risks.

In this paper, I will provide recommendations to three questions of interest in tackling the financial resources access
challenges that poor informal sectors face to achieve the poverty alleviation goal further. First, what non-African coun-
try’s experience is most relevant to an African situation? Second, what policies/programs seemed to have worked well
elsewhere? Third, can these policies be pursued in Namibia? If so, what might be the potential obstacles during implemen-
tation? Lastly, I will end with my policy recommendations.

1.Introduction

In the capital city of Namibia, a group of female street
vendors are setting up their merchandise (ranging from
tribal handcrafts to local souvenirs) under a cluster of
shabby umbrellas. Among them, a middle-aged woman with
three children anxiously touts to pass-by visitors to pur-
chase. Like many others, she relied on daily wages for her
family’s living expenses. As COVID-19 hit the world, Na-
mibia closed its borders and “shut down” the country. Sud-
denly, she lost all her income. Because she was an unregis-
tered laborer, she couldn’t receive any government unem-
ployment benefits. Throughout the two years of lockdown,
her family relied solely on free food distributed by local char-
ity organizations. As the country reopens, charity support
stopped, but visitors are still incomparable to the pre-pan-
demic level. Unfortunately, this woman and her family now
suffered from double strikes of hunger and poverty.

I met this Namibian lady and her family during an IMF
mission travel in August 2022. During our meeting with the
deputy governor of the Bank of Namibia, we learned that the
informal sector accounts for almost seventy percent of the
country’s employment and that the government recognized
the important dynamics between the informal sector and
poverty. Therefore, to reach the poverty alleviation goal pro-
posed in the “Harambee Prosperity Plan II of 2021-2025
[United Nations, 2021; https://www.un.org/annualre-
port/2021/index.html]”, the government is planning to shift
towards formalizing the informal economy through a series
of initiatives such as multi-stakeholder workshops on the

national diagnostic of informality and national employment
plan [https://namibia.un.org/en/245839-namibia-takes-
bold-step-towards-formalizing-informal-economy].  Alt-
hough the actual effectiveness of these initiatives is still yet
to be evaluated, the extent to which the Namibian govern-
ment prioritizes the informal sector in poverty alleviation is
a hopeful starting point.

The relationship between poverty and informal labor has
been the focal point of many literatures. Several literatures
studied the one-directional relationship from poverty or in-
formality [Canelas, 2019, Devicienti et al., 2010; Dell’Anno
& Solomon, 2008; Kanbur, 2016; 2024]. The result found
that a low standard of living and low exposure to formal sec-
tor employment under poverty forced households into the
informal sector. On the other hand, the economic conditions
associated with informality, such as low wages and low
skills, lower individual’s prospects and strip their chance
into the formal sector. Contrary to the one-direction studies,
Bolarinwa and Simatele [2022, https://onlineli-
brary.wiley.com/doi/full/10.1002/sd.2468]  investigated
the simultaneous and dynamic framework between infor-
mality and poverty. Using data from forty sub-Saharan Afri-
can countries, they concluded a bilateral causal relationship
between these two factors, and the relationship seems to
hinge on income level. Consequently, they suggested gov-
ernments in the region focus on improving the access to re-
sources to allow poor informal sectors to start or maintain
basic income and thus achieve poverty reduction.
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One of the most significant challenges facing informal
sector laborers is the access to financial resources. Some
poor people in the informal sector may have entrepreneurial
ideas to start a business, need stable funding to maintain
their vendor businesses, or need emergency money for
health or education-related expenses. However, most formal
banks will reject their funding request due to a lack of collat-
eral and high default risks. As a result, most poor chose to
borrow from informal sources, such as local moneylenders
with incredibly high-interest rates. In most cases, the inter-
est burden is higher for the extremely poor than for the less
poor. For example, in Udaipur, India, those living less than
99 cents a day pay an average of 3.84 percent per month,
equivalent to an annual rate of 57 percent. Those between 99
cents and 2 dollars per day pay only 3.13 a month in interest.
The differential interest rate is mainly because the poor rely
more on informal than formal funding sources, which is
more expensive [Abhijit v. Banerjee & Esther Duflo, 2022].
Without stable access to credit, the poor in the informal sec-
tor are usually overburdened by immediate interest pay-
ments, keeping them in the endless poverty trap. Because
they need to spend their urgent earnings on high-interest
payments, they cannot accumulate savings to acquire equip-
ment or services to help enhance their productivity and im-
prove incomes. Neither do they have savings for any emer-
gency needs. When unexpected events occur, they don’t have
savings to fulfill their financial needs, and they need to bor-
row further. The vicious circle continues.

In this paper, I will provide recommendations to three
questions of interest in tackling the financial resources ac-
cess challenges that poor informal sectors face to achieve the
poverty alleviation goal further. First, what non-African
country’s experience is most relevant to an African situa-
tion? Second, what policies/programs seemed to have
worked well elsewhere? Third, can these policies be pursued
in Namibia? If so, what might be the potential obstacles dur-
ing implementation? Lastly, I will end with my policy rec-
ommendations.

2. What non-African country’s experience is
most relevant to Namibia’s situation?

When talking about the informal sector, India is usually
the first country to come up, as more than eighty percent of
the Indian workforce engages with informal sectors [Ham-
mer et al, 2022]. Comparing India with Namibia, they both
have similar economic growth rates in recent years (India
grew by 7.2 percent in 2022, and Namibia grew by 7.6 per-
cent) [World Bank National Accounts Data;
https://data.worldbank.org/]. Both countries are democra-
cies and received comparable Democracy Index in Egalitar-
ian, Electoral, Liberal, and Participatory dimensions in 2022
by V-Dem [https://www.v-dem.net/]. Additionally, the pov-
erty levels of the two countries are similar. The latest poverty
headcount ratio at $2.15 a day (% of the population) is 18.7
percent in India and 15.6 percent in Namibia [World Bank
National Accounts Data; https://data.worldbank.org/].

Despite all the similarities, the multidimensional poverty
index (MPI) from the United Nations reported a drastically
different picture for India and Namibia. The estimated

multidimensional poverty in India is 16.4% of the popula-
tion, whereas the figure is 43 percent in Namibia
[https://ophi.org.uk/global-mpi]. The MPI measures inter-
connected deprivation across indicators related to health,
education, and living standards and MPI has been regarded
as a more accurate depiction of the poor’s living conditions
than the monetary index. The similarities in economic
growth, monetary poverty, and political regimes between In-
dia and Namibia and the dissimilarity in multi-dimensional
poverty provide an opportunity for Namibia to learn from
India in efforts to reach poverty alleviation goal.

3. What policies/programs seemed to have
worked well to alleviate poverty in India in tackling
access to financial services for poor informal
sectors?

The Indian government is aware of the challenges that
poor informal workers face in accessing financial resources
and has tried several approaches to tackle these difficulties
(such as constraints in physical access, high rejection rate,
and high-interest rate). For example, starting in 1977, the
Indian government required banks to open four additional
branches in rural locations for every branch that a bank
opened in a city. Additionally, banks had to allocate at least
40 percent of their portfolios to the “priority sector,” includ-
ing small firms, agriculture, cooperatives, and the like. Alt-
hough scholars showed that poverty decreased faster when
more bank branches opened because of this policy, this pol-
icy faced multiple problems involving high default rates and
corruption. The failure indicates that the government may
not be the right venue to subsidize lending [Banerjee, A.V.&
Duflo, E., 2022].

Following the realization of involving private bankers in
the solution, India followed Bangladesh economist Moham-
med Yunus in introducing microfinance. Microfinance ful-
filled the dual missions of profitability and social responsi-
bilities. On the one hand, Dr. Yunus was awarded the Nobel
Prize for Peace for his contributions through Grameen Bank.
On the other hand, the Initial Public Offering (IPO) of mul-
tiple microfinance institutions (MFIs) worldwide is a com-
mercial triumph. Unlike traditional informal moneylenders,
MFIs involve other borrowers who happen to know the cus-
tomers to ensure the repayments. Instead of physical
threats, MFIs utilize the power of shame to maintain a low
default rate. MFTs also remove all flexibility from traditional
money lending, and they require borrowers to repay a fixed
amount every week, starting one week after the loan is given
out. All these innovations contribute to low administrative
costs and low default rates, thus reducing the interest rate
applied to customers [Banerjee, A.V.& Duflo, E., 2022].

One of the largest MFIs in India is Spandana Sphoorty,
created in 1998, to provide micro-loans specifically for
women borrowers and uplift lives of rural households and
communities. As of 2023, they have more than 1500
branches spreading to 19 states, covering 2.7 million bor-
rowers with 97.8 billion rupees [Banerjee, A.V.& Duflo, E.,
2022]. The J-PAL (Poverty Action Lab) evaluated the im-
pacts of microfinance when Spandana expanded into some
areas of the city of Hyderabad. Of 104 neighborhoods, 52
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were chosen randomly for Spandana to enter. 15 to 18
months after Spandana started lending, J-PAL found clear
evidence that Microfinance was working; more specifically,
people in the neighborhood with Spandana access are more
likely to have started a business and purchased large, dura-
ble goods. There is no clear evidence of the reckless spending
that some observers feared would happen. They concluded
that microcredit has earned its place as one of the key instru-
ments in the fight against poverty [https://www.povertyac-
tionlab.org/evaluation/measuring-impact-microfinance-
hyderabad-india].

4. Can Microfinance be pursued in Namibia? If
so, what might be the potential obstacles during
implementation?

Many studies of the impact of microfinance on poverty
alleviation are explicitly conducted in the sub-Saharan Af-
rica region. Evidence has shown that Africa’s relatively slow
economic growth has been linked to its poor capital accumu-
lation. The average savings as percentage of GDP in the re-
gion is 18.81 percent, while Namibia has the lowest value
with 3.38 percent [www.worldbank.org/ext/en/home]. Low
savings rates and capital accumulations led to high demand
for financial resources. However, as mentioned earlier, ac-
cess to financial resources is minimal for poor people work-
ing in the informal sector, due to high default rates, lack of
physical access, and high interest rates. Therefore, micro-
finance is an essential tool in Namibia’s poverty eradication
mission.

The United Nations analysis presents both material and
non-material benefits of implementing microfinance to pov-
erty alleviation. For material benefits, the MFIs can help
people become more economically secure and enhance basic
household welfare through a multiplier effect on people’s
standards of living. Meanwhile, MFIs can liberate low-in-
come households from moneylenders with outrageous inter-
est rates and free them to start or improve their small busi-
nesses, providing income generation and employment. For
non-material benefits, financial security can also bring pos-
itive social and psychological effects, empowering individu-
als to further realize their potentials [Microfinance in Africa,
www.un.org/africarenewal /sites/www.un.org.africare-
newal/files/Microfinance.pdf].

One of the largest criticisms of implementing micro-
finance in the sub-Saharan Africa region is that MFIs in Af-
rica usually suffer from structural weaknesses and lack the
capacity to meet the needs of the poor. Their support ser-
vices are often of uneven quality and the supervisory and co-
ordinating sections often have very limited resources. To
tackle this obstacle, governments must play a fundamental
role in consolidating and sustaining the microfinance sector
with appropriate policies and regulatory frameworks
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5. Conclusion and Policy Recommendations

This paper discusses the relationship between the infor-
mal sector and poverty alleviation, especially in the context
of sub-Saharan Africa and Namibia. The latest literature
presents dynamic and mutual influences between these two
variables and recommends that the government improve ac-
cess to essential resources to allow poor informal sectors to
maintain or improve basic income and thus reduce poverty.
Access to financial resources is one of the largest challenges
faced by poor people in the informal sector, due to overbur-
dened interest payments and lack of physical access. Micro-
finance has been proposed as a solution to improve financial
access for poor informal workers. India, as a comparable
country to Namibia, has shown a successful implementation
of Microfinance.
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of Microfinance with other poverty alleviation policies/pro-
grams, such as direct cash transfer and human capital for-
mulation, to reach a more sustainable poverty reduction
goal.
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