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Executive Summary
Introduction
NHFC and RHLF, the two major wholesale providers of funds and other support for low to moderate
income housing finance in South Africa, lay claim to several achievements, noting gross
disbursements to more than 100,000 end-users, penetration into desired income bands, contributions
to the up-liftment of communities, etc., along with their own financial performances along typical
metrics, such as return on assets. However, the retail financial intermediaries (i.e. Housing Micro
Loan Lenders or “HML Lenders”) that provide housing finance have generally performed very
poorly. South African HML Lenders seem to experience very high rates of default, of at least 20%,
and as high as 35%. Especially under new interest rate caps imposed by the regulations in the new
National Credit Act (No. 34 of 2005), these are entirely unsustainable.
In 2004, the FinMark Trust, together with the Rural Housing Loan Fund, National Housing Finance
Corporation, Transunion Credit Bureau and Development Bank of Southern Africa, commissioned
research into the causes of default among low income housing loan clients.
The research found:
•

HML Lenders generally target clients earning between R4000 – R7500. This puts them in direct
competition with banks, retail lenders and other financial services providers, which are extending
both housing and other finance lower down the income pyramid. Credit cards and personal
loans, often at or under the Usury Act ceiling rate of interest, and replete with loyalty programmes
and affinity offers, and variable terms and conditions, predominate in this market.

•

HML Lenders do not have the systems and processes necessary to compete effectively with other
financial service providers in this market. Few of the HML Lenders included in the study follow
what have been called the “12 Pillars of Micro Lending”. At best, HML lenders have developed
various backroom functions including products, administrative systems and processes, collection
methodologies and payment mechanisms. Few have addressed the detailed issues relating risk
management. In addition, few have developed a distinctive brand and strategy, notwithstanding
their exclusive focus on housing.

•

In the context of extremely strong competition for the best clients, and inadequate approaches to
managing the riskiest clients, HML Lenders face a fundamental conundrum. The research found
that:
o
HML borrowers are more likely to default where monthly instalments exceed 40% of
income (more than 35% of HML borrowers have monthly instalments that exceed this
threshold)
o
Clients with no judgements absolutely perform better than those who do (13% of the HML
borrower client base has at least one judgement against them).
o
Past credit behaviour predicts future credit behaviour – the lack of any significant skew in
the data points, relating to CCA accounts and judgements, represent the clearest correlations
of any variables used in the analysis vis-à-vis credit risk profile. (More than half of HML
borrowers are in the 4 riskiest categories, in respect of CCA profiles.)
o
HML borrowers are 20% more likely to default on their micro loan, than they are to default
on their credit card, store card, cell phone account, etc. (At least 20% of existing HML
borrowers have a credit card; 29% of HML borrowers have or had a retail card; and 23% of
them have now and use both a store card and a retail card)
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o

HML borrowers become 20% more likely to default after they have received a housing
micro loan – another indicator of how close HML borrowers are to the precipice of overindebtedness.

In summary, the data and analysis substantiate the dire need for a dramatically more fundamental
overhaul of the entire HML market, including targeting a poorer and larger segment of the population
that has been barely serviced thus far, radically changing lending methodologies, and seriously
altering the mandates and modus operandi of the wholesale finance organisations, as well as policy
and other support institutions.

Data and Method
This report has drawn its data from four key, independent sources, namely, a subset of data from the
Transunion Credit Bureau from six HML Lenders, FinScope™ 2005, The Financial Diaries , and a
quantitative field survey of 792 HML borrowers.1 All information reflects facts and views that at
least two, and sometimes three or four data sources corroborate. In addition, the Consulting Team
added further depth and texture to the analysis by incorporating insights from other background
documents, the very helpful feed back from the Steering Committee for this project, direct
observation of operations among a select group of HML Lenders, plus the combination of nearly 50
years of experience in the banking and development finance arena amassed within the Consulting
Team.

Definition of “Default” Used
The study defines “default” as a risk threshold that describes the point in the borrower’s repayment
history where he or she missed at least 3 instalments within a 24 month period. This represents a
point in time and indicator of behaviour, wherein there is a demonstrable increase in the risk that the
borrower eventually will truly default, by ceasing all repayments. The definition is consistent with
international standards, and was necessary because consistent analysis required a common definition.
This definition does not mean that the borrower had entirely stopped paying the loan and therefore
been referred to collection or legal processes; or from an accounting perspective that the loan had
been classified as bad or doubtful, or actually written-off.

Analytical Framework
The core Analytical Framework or model begins with the premise that a cause of default derives from
three different triggers, combining to create a unique risk profile – i.e. causes are a function of lender
trends and traits, borrower trends and traits, and exogenous factors interacting in the same space and
time. The individual factors comprise a series of triggers – in other words, events, behaviours, trends,
or circumstances that raise the risk profile and increase the prospects for eventual default; but in and
of themselves, they rarely directly lead to default, certainly not a systemic level.
The 12-Pillar analysis describes lender characteristics, behaviours, and trends in detail. However, in
short, the tangible and intangible products, services, policies, procedures, business processes,
structures, and resources all comprise this leg of the analysis. The rationale behind this model is that
the extent to which each of these aspects is successfully implemented will determine the likelihood of
business success that might be expected from a lender. The successful lender must address all 12
pillars at the right time in the lending process to ensure a complete business solution.

1

For more information on FinScope™, visit www.finscope.co.za. For more information on the Financial
Diaries research, visit www.financialdiaries.com.
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Borrower Profile
The analysis found the following regarding borrowers of HMLs:
• The majority of borrowers earn at the high end of the FSC target market. Only about 15% of all
HML borrowers have monthly personal incomes of R2,500 and under. About one-third of HML
Borrowers have personal monthly incomes under R4,000. Only a negligible percentage of
borrowers earn more than R7,500 per month. Thus, the majority of borrowers earn personal
monthly gross income between about R4,000 and R7,500 per month.
•

Most HML borrowers would seem to live in households that can rely on at least two incomes,
allowing them to double or nearly triple personal income – meaning that as many as 67% of them
enjoy total monthly combined earnings in excess of R6,000.

•

The majority of borrowers live in an environment where access to credit is growing. More than
80% of borrowers live in urban areas. Nearly all borrowers have a bank account. The core of the
borrowers is in the FSC target market.

•

Borrowers generally reflect a low financial knowledge. The plurality of all borrowers (30.53%)
falls into FSM tier 4. More importantly than the basic tier, detailed analysis of this segment
reveals that the main reason that they are in this tier and not a higher tier is because of low
financial knowledge and control scores.

What Contributes to Default?
Is income a good indicator of ability to pay? – The Credit Bureau data tell us otherwise. The trend
line for the largest and most reliable sample available does not indicate a meaningful correlation
between income and propensity to default.
Is over-indebtedness an issue? – Formal indebtedness tends to be connected to those with a regular
wage and a payslip, which in turn means from a credit risk perspective, relatively higher income
clients may actually be higher risk. The ITC data provided some clear insights into the correlation
between indebtedness and risk profile. At every data point where monthly instalments exceed 40% of
income, HML borrowers show a higher propensity to default than the norm of 21.53%. Even for
more modest levels of indebtedness between 10% and 40% of monthly personal income, HML
borrowers still tend to default at levels around 20%. Most directly to the central question of this
report, more than 35% of HML borrowers fall into the categories from 40% of income and above.
Do HML borrowers have access to credit other than the HML? – Yes. At least 20% of existing HML
borrowers have a credit card. FinScope™ 2005 data indicate that 34% of HML borrowers have now
or had in the past a credit card. In addition, we can see that 14.5% of HML borrowers have and use
both a credit card and a ‘store card’, issued by retailers like Edgars, Sales House, and Woolworths.
Perhaps even more intrusive into the HML market, the FinScope data indicate that 29% of HML
borrowers have or had a retail card; and that 23% of them have now and use both a store card and a
retail card. Retail cards have become very popular among furniture, hardware, and building supply
companies – the very same merchants that an HML borrower would go to, if they actually wanted to
use their funds for housing purposes. This suggests that a significant proportion of HML lender clients
already have access to financial services from other sources, putting into question the developmental
aspect of the loan offered by the HML lender.
What impact do judgements have on the propensity to default? – Clients with no judgements
absolutely perform better than those who do. 13% of the HML borrower client base has at least one
judgement against them.
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Does the HML loan increase indebtedness? – HML borrowers become 20% more likely to default
after they have received a housing micro loan. This does not mean that the housing micro loan itself
causes the upward swing in the propensity to default, but it does infer that greater levels of debt
definitely push people more sharply towards default.
What is the relationship with CCA accounts? – Trends show a very strong correlation between
increases in the number of CCA accounts on the bureau and decreases in the relative ‘bad’ rate. The
analysis vividly points to the substantially more sophisticated credit risk management capabilities of
the banks, retailers, and other non-micro loan providers of credit. It also substantiates the view that
they select the best clients from among the HML borrower pool. More than half of HML borrowers
are in the 4 riskiest categories, in respect of CCA profiles.
Do economic factors cause default? – None of the data support economic factors as a significant
contributor to default. For example, none of the FinScope HML borrowers indicated loss of job as a
risk factor. Over a period of relative economic boom, HML borrowers, given their predominant
profile of monthly steady incomes in the mid-1,000s and regular, formal jobs, have faced very little
economic hardship – which is not to say that many do not face financial stress, but that is a different
phenomenon.
Do social factors cause default? – Neither the borrower survey, nor the Transunion Credit Bureau data
highlight social factors as significant. However, 38% of the FinScope HML respondents did site
death as a risk factor.
Do women pay better than men? – Most of the data did not support the notion that women pay better
than men. However, larger sets of empirical data and experience indicate that women more carefully
manage tighter budgets and tend to repay debt obligations better than men.
What priority do borrowers give to their housing micro loans? – Many borrowers would appear to
prioritise their so called HML loan below other monthly obligations, and most importantly in terms of
debt, below bank, store, and retail card obligations. HML borrowers are 20% more likely to default
on their micro loan, than they are to default on their credit card, store card, cell phone account, etc. In
addition, borrowers overwhelmingly prioritised monthly payments for basic needs – i.e. food, water,
and electricity – over micro loan repayments.
What about preferential debit orders? – Almost every HML lender will confirm that his number one
regulatory problem over the past several years has been preferential debit orders. However, the
National Credit Act now outlaws this process. Preferential debit orders do inordinately impact HML
lenders and raise their risk of collection, certainly relative to the banks that have controlled the debit
orders. However, this masks the fundamental issue, which is that far too many borrowers do not have
enough income to meet their regular monthly obligations (i.e. normal living expenses and debts).

Risk Profiles
A summary of the analysis yields two composite risk profiles, applying the three-dimensional core
analytical framework, which describe the riskiest confluence of behaviours and circumstances:
•

Risk Profile 1: Lending & Borrowing on the Cusp:
o
Exogenous factors – High credit access; Little financial management skill or experience;
Conservative social & financial tendencies; Fewer family & societal demands; Few
affordable options for decent housing product
o
Lender factors – Inadequate consideration of informal & semiformal financial commitments;
Inadequate borrower contact & orientation; Financial pressure to make larger loans
o
Borrower factors – generally R2000 to R3000; new entrant to job market; Some rural or
urban informal
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•

Risk Profile 2: Over-extending Aspirations:
o
Exogenous factors – Hyper access to credit; Inordinately poor financial discipline; Very
heavy family & societal demands; Over-indebtedness worsened through over-selling of
insurance & obligations to pay utilities
o
Lender factors – Poor branding & strategy; Inflexible & unattractive product features (i.e.
price, term, fungibility); Poor monitoring of changing financial status; Financial pressure to
make larger loans
o
Borrower factors – R4500 to R7500; Mid-clerical / Jr. professional; Mostly urban; Mostly
male

Some of the recommendations involve improvements in HML Lender operations, or enhancements to
support infrastructure for borrowers. However, the data and analysis substantiate the dire need for a
dramatically more fundamental overhaul of the entire HML market, including targeting a poorer and
larger segment of the population that has been barely serviced thus far, radically changing lending
methodologies, and seriously altering the mandates and modus operandi of the wholesale finance
organisations, as well as policy and other support institutions.

Conclusions
Banks, retailers and other non-bank financial institutions are increasingly lending to people with
respectable credit histories covering the R3,000 to R7,500 personal income range. In meeting the
needs of this market, whether with housing loans or other forms of credit (which may indeed also be
used for housing purposes), these other formal providers have far superior credit and risk management
capabilities, and extremely powerful brands. An HML product just cannot compare or compete on
price, flexibility, brand appeal, or any other important metric of product or service performance.
Lending to people in those same income bands with poor credit behaviours makes no business sense
for HML lenders and largely does a dis-service to the HML borrowers, by putting them into debt that
they cannot afford to repay in many instances. Coupled with generally poor and uncompetitive credit
and risk management capabilities, HML lenders do not have the tools to manage this higher risk on a
sustainable basis. If they are to remain in the market, they will have to radically change their focus.
Developmentally, moving upmarket is untenable. There is no justification for State resources to
finance provision of loans to people earning in higher income brackets.
Thus, for current survival and future growth, the only path remaining for HML lenders is down to
people earning less than R3,000 per month and / or those without a formal job. HML lenders will face
less competition, the markets are larger and not as well serviced, and risk profiles are manageable.
With the right products, this client base has a lower risk profile than the pre-dominant market targeted
by the HML lenders now.
Government, the NHFC and RHLF, and the HML lenders have an opportunity to respond
developmentally to the need for housing finance among low income earners that the commercial
financiers will not target with their increasingly available credit. In so doing, they would be targeting
a poorer and larger segment of the population that has been barely serviced thus far, but which has the
capacity to service some debt and also seeks to improve its housing circumstances. However, this
would mean radically changing lending methodologies, transforming business models, and seriously
altering the mandates and modus operandi of all institutions in the HML sector, whether at the
wholesale or retail level. In the FSC environment, anything less would be redundant and
unsustainable.
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List of Abbreviations

AEDOS

Authenticated Early Debit Order System

AMPS

All Media and Product Study

CCA

Consumer Credit Association

DBSA

Development Bank of Southern Africa

DOH

Department of Housing

FSC

Financial Sector Charter

FSM

Financial Sophistication Measurement

HML

Housing Micro Loan

MFRC

Micro Finance Regulatory Council (precursor to the NCA)

NAEDOS

Non-Authenticated Early Debit Order System

NCA

National Credit Act (No. 34 of 2005)

NCR

National Credit Regulator

NHFC

National Housing Finance Corporation

NLR

National Loans Register

RHLF

Rural Housing Loan Fund

SHI

Social Housing Institution

STEERCO

Steering Committee for the project, comprising FinMark, RHLF, NHFC,
DBSA and TCB

TCB

TransUnion Credit Bureau

TOR

Terms of Reference
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1 Introduction
According to its 2005 Annual Report, the Rural Housing Loan Fund (RHLF) had disbursed about
R330 million in support of disbursements to over 50,000 low to moderate income housing finance
recipients through a network of retail Housing Micro Loan (HML) lenders. The 2005 Annual Report
of the National Housing Finance Corporation (NHFC) reports that, “The NHFC has approved R2.3
billion in facilities and disbursed R1.9 billion by 31 March 2005. Through lending activities, 51,734
new housing units have been built, and 182 438 loans originated, and therefore 234,172 housing
opportunities have been created by the Corporation since inception”2.
Both organisations, the two major wholesale providers of funds and other support for low to moderate
income housing finance in South Africa, lay claim to several other achievements, noting penetration
into desired income bands, inclusion and empowerment of women, contributions to the up-liftment of
communities, etc., along with their own financial performances along typical metrics, such as return
on assets. However, the retail financial intermediaries (i.e. Housing Micro Loan Lenders or “HML
Lenders”) that provide low to moderate income housing finance in south Africa – generally defined as
credit provided to individuals earning R7,500 per month or less for housing purchase, building,
upgrading, or related uses – have generally performed very poorly. A series of documents, many
published by NHFC and RHLF themselves, highlights the plight of the sector.
“Housing Micro Lending, A Financial Performance Analysis, Issue 1”, jointly compiled by NHFC,
MFRC (now the National Credit Regulator), and RHLF, reported an average arrears rate (60 days or
more) of 30.9% over the period August 2001 to February 2003, along with average provisions as a
percentage of the gross loan book at 44%. The same document also reports that, “The bad debt
charge as a percentage of the gross loan book ratio had deteriorated from 1% in 1999 to 32% in
2003…. In 2003, a lender wrote-off or provided for more than 50% of the value of its book… Another
lender did the same in 2004”. This performance was not limited to the HML lenders. A 2003 report
called, “Causes of Defaults in the Social Housing Sector of South Africa: A Study by the NHFC”,
concluded, “…all the [11] housing institutions are probably technically insolvent and require second
round refinancing and balance sheet restructuring”.3
2

Note that some of the volume reported by NHFC must be attributed to Social Housing Institutions, which are
not the explicit focus of this study, but which do operate in a similar market to the housing micro-loan lenders
that are the main focus of this report.
3
The institutions to which this report referred were Social Housing Institutions (SHIs), which rent property to
low and moderate income people, and use those proceed to cover their costs, including loan repayments to
NHFC. Despite the differences in the business models between SHIs and HML lenders, the comparison stil
provides a useful view. SHIs and HML lenders target similar income groups. In addition, a major reason for
failure among SHIs has been their consistent inability to collect monthly rentals, reflecting weak operational and
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From late 2003 through early 2005, RHLF undertook a painful and detailed process of restructuring
and rebalancing its portfolio. This entailed a massive exercise of writing off more than R50 million of
bad debts, and overseeing the closure and / or merger of five different institutions. NHFC hit upon
similarly difficult times in 2004 / 05, with its audited financial statements as of 31 March 2005
showing write-offs of R50.9 million and specific impairments of R90.2 million. Furthermore,
NHFC’s return on assets, return on equity, and interest return on net advances all declined between
2003 and 2005, while operating costs to operating income increased over the same period, only part of
which may be attributed to a decline in the NHFC’s interest rate charged to intermediaries. The
NHFC Chief Executive’s report also said, “A major consolidation of three micro-financing
(Incremental Housing) clients’ businesses during 2003/04 financial resulted in the emergence of a
single, more robust client”.
At the retail level, this report’s analysis stems from close examination of the portfolios and collections
of issues around six HML lenders, chosen voluntarily from the total universe of HML lenders, which
includes (in alphabetical order) ABC Housing Finance (Pty) Ltd, Blue Dot Finance (Pty) Ltd, Indlu
Housing (Pty) Ltd, Lendcor (Pty) Ltd, Mpumalanga Housing Finance Company, Norufin Housing
(Pty) Ltd, and Protea Financial Services Group (Pty) Ltd. The chart below provides a short overview
of their loan book values, as of mid to late 2004. As a group, they service clients in all nine
Provinces, and according to RHLF’s 2006 annual report, 50% of the loans granted between April
2005 and March 2006 went to three of South Africa’s poorest provinces – i.e. Eastern Cape, Kwa
Zulu Natal, and Limpopo. Nonetheless, probably little more than 25% of their lending goes directly
to individuals living in rural areas. Although the bulk of their loan portfolios have been lent into the
prescribed market of those earning gross monthly personal incomes between R1,500 and R7,500,
some HML lenders do lend to clients earning more than that, or for purposes other than housing.
Most have been in operation for at least five years or more, although some consolidation and
restructuring over the past couple of years has seen the emergence of some technically new players,
formed out of two or three now defunct institutions.
Table 1 Loan book of lenders involved in the study

Lenders
E4

Loan Book

A

B

C

D

F

Rand value

R35m

R12m

R24m

R31m

R25m

R127m

R149m

Number of loans

6 000

1 680

10 000

8 000

2 500

28 180

17 000

Average loan size

R5 833

R7 143

R2 400

R3 875

R10 000

R4 506

R8 765

Total

managerial capacity, and poor credit and risk management practices. These factors resonate consistently
throughout our analysis of HML lenders in this report.
4
Due to special circumstances arising from a merger, this HML lenders data has not been included in the totals.
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Non-bank housing lenders struggle with high rates of default. By local banking standards, and
international leading practice in microfinance, South African HML Lenders do seem to experience
very high rates of default, at least of 20%, and as high as 35%. Especially under new interest rate
caps imposed by the regulations in the new National Credit Act (No. 34 of 2005), these are entirely
unsustainable.
The Terms of Reference (TORs) for this study state, in part:
“Research conducted in this area in early 2003, by the Institut fur Projektplanung GmbH in
Stuttgart, Germany, with support from the German Development Bank GTZ, for the National
Housing Finance Corporation, looked at reasons for non-payment of mortgage loans and
municipal services. In that research, the following reasons were established:
• economic context regarding non-payment, including poverty and unemployment, and
financial priorities
• product defects regarding low cost housing, including quality and size issues
• generally poor understanding [among consumers] of low cost housing issues, including
lack of education and information, and communication problems
• current political issues influencing low cost housing including the [so-called] culture of
non-payment, resistance towards legal and government authority, dissatisfaction at
community level, and corruption and fraud in the low cost housing sector
• social context of low cost housing, including the impact of HIV/AIDS, lifestyle
assumptions
• gender difference regarding non-payment
This [current Causes of Default study] will no doubt uncover many of the same sorts of issues.
However, it is also driven by a hypothesis that causes of default are not limited to the social and
economic issues listed above. In this regard, the following categories of reason might be among
those identified by the study – [economic factors; social reasons; administrative, institutional,
and regulatory; and environmental]”.
Although the typology foreseen in the TORs (see Annex 1 for a full copy) provides part of the
analytical framework and findings for this study, it goes considerably beyond the theses set out in
previous works. Using a broad and credible base of empirical data from several sources as its
foundation, this study illustrates a comprehensive and cross-referenced series of inter-relationships
among borrowers, lenders, and their environments. This not only has contributed to more robust
findings and analysis, but it also provides a much more substantial base upon which to make
conclusions and recommendations. In turn, policy makers, regulators, donors, the wholesale
financiers, and the retail lending organisations, as well as borrowers themselves and the organisations
with which they interact (e.g. unions, consumer bodies, etc.), can take remedial actions in more
targeted and coordinated ways.
This report has drawn its data from four key, independent sources, namely, a subset of data from the
TransUnion Credit Bureau (TUCB) (incorporating data from the Consumer Credit Association (CCA)
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and the National Loans Register (NLR)) from six HML Lenders, FinScope™ 2005, The Financial
Diaries, and a quantitative field survey (conducted by a previous consulting team) of 792 borrowers
drawn from among six HML Lenders. All information contained herein reflects facts and views
that at least two, and sometimes three or four, data sources corroborate. In addition, the
Consulting Team added further depth and texture to the analysis by incorporating insights from other
background documents, the very helpful feed back from the Steering Committee (SteerCo) for this
project, direct observation of operations among a select group of HML Lenders, plus the combination
of nearly 50 years of experience in the banking and development finance arena amassed within the
Consulting Team.
Nonetheless, the TUCB, FinScope TM 2005, and Financial Diaries data have been given more weight
in the analysis, because they derive from the most widely recognised and scrupulously obtained
processes and institutions. As such, their higher profiles raise the level of credibility and legitimacy
of the report.
Furthermore, much of the analysis depends upon comparing trends and traits between the general
population and the HML Clients, as well as within the context of emerging patterns of behaviour in
the broader South African financial and credit arenas. In this way, the report stands a better chance
against criticism that the findings may only apply narrowly to the specific set of borrowers and
lenders in the sample, or only at a certain point in time in the past.
The report follows a logical flow that begins by providing a working Definition of Default. The text
differentiates between the precise definition of the word, its usual application in the financial world,
and the theoretical construct that provides the basis for analysis in this report.
We then move to describe the Causes of Default (COD) model or theoretical framework, which
guides all findings, analysis, and recommendations in this report. Here, the Consulting Team will
introduce the differentiated concepts of ‘triggers’ and ‘causes’ of default, and present the three key
elements that interact in a given space and time to cause default – namely, borrower characteristics,
trends, and behaviours; lender characteristics, trends, and behaviours; and exogenous or
environmental factors that fall outside the direct control of either borrowers or lenders.
The next chapter, Lender Analysis Framework (Loan Cycle / 12 Pillar Analysis), presents twelve
different aspects of lenders in general, and HML Lenders in particular. This investigation departs
from the notion that borrowers or given factors in the environment cause default, and lays the base for
thorough examination of elements of lender structures, policies, procedures, and most importantly
actions or in-actions, which also substantially contribute to default.
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The heart of the report lies in its next three chapters, highlighted by the detailed presentation of
relevant data from TUCB, FinScope TM 2005, The Financial Diaries, and the Borrower Survey. These
sources provide us keen insight into both the demand and supply sides of the market, and allow
substantial extrapolation and drawing of inferences about cause and effect. In other words, the data
allow commentary along all three axes of the COD model.
We follow this chapter with scrutiny of Exogenous Factors, the third leg of our COD model, which
trigger default. This chapter deals with economic, social, policy and regulatory, and broad
environmental issues that fall outside of the direct control of either borrowers or lenders, but which do
influence their behaviours and / or their abilities to respond to positive or negative movements in the
market.
The chapter on Straw Man Analysis follows, wherein the Consulting Team depicts two composite
sketches of the most risky borrower profiles, in the context of the most influential lender traits and
exogenous factors. We compose the sketches from income, social, economic, credit behaviour, and
other palettes, and describe how each mix contributes to the risk profiles that have pushed levels of
default and bad debt to the unsustainably high levels experienced in the HML market.
This leads us to several Conclusions and Recommendations, not only about the causes of default, but
also about the viability of the sector as a whole, from the perspective of both borrowers and lenders.
Some of the recommendations involve improvements in HML Lender operations, or enhancements to
support infrastructure for borrowers. However, the data and analysis substantiate the dire need for a
dramatically more fundamental overhaul of the entire HML market, including targeting a poorer and
larger segment of the population that has been barely serviced thus far, radically changing lending
methodologies, and seriously altering the mandates and modus operandi of the wholesale finance
organisations, as well as policy and other support institutions.
This report ends with suggestions for Areas of Further Study. Despite the comprehensive nature of
this work, gaps in knowledge remain. In order to design and implement precise and targeted
interventions for change, at least some aspects of the market, especially those that delve more deeply
into borrower motivations, need closer examination.
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1.1 Definition of Default
The New Collins Concise English Dictionary defines default as, “a failure to act, especially a failure
to meet a financial obligation...” The National Credit Act (No. 34 of 2005) does not explicitly define
default per se, but the use of the term throughout the Act would seem consistent with this dictionary
definition. In other words, any failure to pay any financial obligation – whether one payment in one
period, or numerous periodic payments – constitutes a “default”.
Thus, in simple terms the purpose of this study has been to determine why people do not pay housing
micro loan obligations. Admittedly, any delay in the repayment of a loan obligation, even if only
once and by one or two days, adds to lenders’ costs, and may signal serious problems with the
borrowers or the environment in which the lenders and borrowers interact. However, as the
introduction implies, the real nub of the enquiry is the set of factors that lead to actual write-off. The
crisis that spurred this investigation was not sporadic failures to repay housing micro loans from time
to time, but the tremendously high percentage of loans that had to be written off, because of regularly
repeated default across vast swathes of the client base, leading to both substantially increased costs
among HML lenders, and de-capitalisation and liquidation, along with potentially negative
developmental impact among target HML borrowers.
In order to conduct a meaningful analysis of the varied data available and to devise a meaningful
benchmark for the term, default, the Consulting Team had to agree a default parameter for consistent
application. Many interpret the concept of default differently, and much depends upon the financial
market in which the Microfinance Institution (MFI), bank or NGO operates. Indeed, each of the
lenders that contributed data to this study operates with its own definition of default and makes
provision accordingly. The Consulting Team proposed and tested a ‘risk threshold’. This offered a
starting point against which the data analysis was tested and it will be left to each individual
institution to measure their own default definition against that used by the Consulting Team in
applying the findings of this research to their own situation.

The core methodology has depended upon the definition of a risk threshold that describes the
point in the borrower’s repayment history where he or she missed at least 3 instalments within a
24 month period.
This is not an arbitrary cut-off point. Basle II regulations require that any loan with cumulative
arrears of 90 days or more be categorised at a ‘bad or doubtful debt’. Banking and microfinance
professionals, especially those familiar with poor, low, and moderate income markets set 90 days as a
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benchmark, beyond which consensus holds the chances of full recovery of the debt substantially
worsen. Also, the TUCB data show that the ‘bad’ rate at 3 or more instalments past due equals
21.53%, but that the ‘bad’ rate for 4, 5, and 6+ missed instalments becomes no worse than 19.1% - an
indicator that the risk curve begins to flatten at 3 or more, and thus statistically represents a
meaningful threshold, as shown in the graph below. Put another way, between 2 missed repayments
and 3 missed repayments, the ‘bad’ rate worsened by more than 10%. However, beyond 3 missed
instalments, the ‘bad’ rate only worsens by 5% or less. Alternatively, it may be stated that the
repayment rate improves by only 2%, between those that have missed 3 instalments, versus those who
miss 6 or more instalments.

Figure 1 Change in ‘bad’ rates by number of defaults
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The data analysis, especially that involving the TUCB information, depended upon 3 missed
instalments in a 24 month period being considered “bad” for reference purposes. This definition does
not mean that the borrower had entirely stopped paying the loan and therefore been referred to
collection or legal processes. It also should not be misconstrued from an accounting perspective, i.e.
that the loan has been classified as bad or doubtful, or actually written-off. Rather, the ‘risk
threshold’ identifies a point in time and indicator of behaviour wherein there is a demonstrable
increase in the risk that the borrower eventually will fully default, by ceasing all repayments.
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2 COD Model
The previous chapter described the working definition of default, and presented the core concept of a
‘risk threshold’. The study now turns to defining a theoretical approach that will provide the key
insights into the factors that create risks, in a way that not only helps to predict relatively higher or
lower risk scenarios, but which also offers a logical way back around to addressing and fixing the
things that lead to default, before becoming a write-off.
The core Analytical Framework or model begins with the premise that a cause of default derives from
three different triggers, combining to create a unique risk profile – i.e. causes are a function of lender
trends and traits, borrower trends and traits, and exogenous (sometimes referred to as environmental)
factors interacting in the same space and time. Most other studies would seem to have looked at these
factors in relative isolation. However, while some factors in some circumstances may predominate,
patterns of default would seem to arise from a series of inter-related issues. The individual factors
comprise a series of triggers – in other words, events, behaviours, trends, or circumstances that raise
the risk profile and increase the prospects for eventual default; but in and of themselves, they rarely
directly lead to default, certainly not a systemic level.
The COD model applied in this study borrowed its base from the framework offered in the Terms of
Reference, which suggested four clusters of reasons why people in the low-income mortgage market
seemed to default, namely, economic, social, administrative, and environmental. The Consulting
Team modified this approach by introducing two new elements – Borrower Characteristics,
Behaviours, and Trends; and Lender Characteristics, Behaviours, and Trends – and by re-defining a
set of exogenous factors, which lie outside of the direct control of either borrowers or lenders, but
which have an impact on their behaviours. The schematic below captures this concept by visually
depicting that the combination of these three sets of factors, intersecting and interacting in the same
space and time, best define real causes of default.
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Figure 2 Core analytical framework

Borrower characteristics, behaviours, and trends include an array of issues. These range from
standard demographic characteristics, such as age, gender, marital status, location, and income; to
behaviours and attitudes, such as risk appetites, propensities to trust or respect authority, or
perceptions of value and worth in other institutions or individuals. Some refer to these latter factors
as psychographic indicators.
The 12-Pillar analysis, discussed in a later chapter, describes lender characteristics, behaviours, and
trends in detail. However, in short, the tangible and intangible products, services, policies,
procedures, business processes, structures, and resources all comprise this leg of the analysis.
Meanwhile, exogenous or environmental factors include various elements that neither lenders nor
borrowers can control, although they may influence some of them. Economic elements include the
manifestations of fiscal and monetary policies, such as the movements in interest rates or inflation.
Macroeconomic performance, such as movements in the number and nature of jobs and incomes
across all economic sectors, including the informal sector, also make up the list of economic elements.
Social reasons cover health, education, and sociological factors. The actual health of an individual,
his or her actual level of education, or their race or ethnic group would comprise part of what this
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report defines as Borrower factors. However, the nature and trends in access to health or education
services, the influences of HIV-AIDS or varying levels of quality in the education system, or the
perceptions that people impose upon each other would all fall into exogenous social factors. The
proximity to higher crime areas or environmental hazards (e.g. persistent exposure to coal dust or
chemical effluents), combined with the state of access to medical and emergency facilities would
constitute a social phenomenon, largely outside the control of the individuals affected, that would
contribute to higher or lower risk profiles, in terms of health risks, and ultimately, in terms of credit
risk.
Social norms at the level of society in general, in communities, within distinct cultures, or within
families also play a big role. As the analysis will later expound upon, the emerging black middle
class, or ‘black diamonds’, as some have labelled them, generally represent a major positive
contributor to economic growth and gradual de-racialisation of middle to upper economic and income
strata in South Africa. However, at the same time, these individuals also face some of the most
intense pressure from marketers of all manner of products and services and from their families to
spend for themselves and for often substantial extended families. In short, an increasing number of
people face mounting and continuous pressure to ‘keep up with the Joneses’ (or the Khumalos, as may
be more apt).
Social trends also contribute to the way in which people perceive various institutions and individuals.
Most relevant to this study, despite the daily ‘bank bashing’ dished out of nearly any conceivable
communication channel, from radio talk shows, to political rallies, to general banter in the office
around the water cooler, FinMark, AMPS, Times/Markinor Top Brands Survey, and Financial Mail
Adfocus Awards 2005 by Interbrand Sampson all reveal high levels of respect and even trust in the
banks and their brands. For example, Interbrand Sampson reported, “The inaugural table brings
Standard Bank South Africa in as South Africa’s most valuable brand, followed by MTN, Vodacom,
ABSA, First National Bank, Telkom, Castle Lager, De Beers, Old Mutual and Pick ‘n
Pay”5.Conversely in FinMark and AMPS surveys, micro lenders rate at or near the bottom of the same
scale. FinScope 2005 tm found that while 47% of respondents indicate banks as their ideal service
providers, only 2% same the same for micro lenders6. Whatever an individual’s views and experience
may be, these generally held perceptions and beliefs influence borrower and lender behaviour.
Institutional, policy, and regulatory matters comprise another sub-set of exogenous factors. These
include the formal policies, laws, and regulations that govern the financial, banking, and micro loan
5

Interbrand Sampson, Media Release: Tuesday 10th May 2005. “Interbrand Sampson Launches South Africa’s
Most Valuable Brands™”
6
Section OFP2, 65, 66, Question 9.
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sectors, along with official policy and legislation in the housing sector, tax law, company law, and
other mostly national, but sometimes provincial or even municipal level edicts that set an array of
rules for the game. As importantly, this analysis considers less formal norms and accepted practices
as an important element of this analysis, as well. This allows insight into the crucial ways that things
actually work, not just the idealised notion of what the law says should happen.
In this realm, the Consulting Team considered national housing policy, the mandates of NHFC and
RHLF and their approaches to the sector, and key legislation, such as the National Credit Act (No. 34
of 2005). The stated rules and actual industry actions around the National Payments System and the
(now outlawed) practice of preferential debit orders came under considerable scrutiny, in light of the
centrality of this issue among HML Lenders over the past several years.
The last set of exogenous factors involves the norms, practices, and trends that pertain in the low to
moderate income housing market. They typically arise from a series of real or perceived policies or
economic realities, but tend to have taken on a life of their own as accepted or at least broadly
influential expectations and behaviours among many in the market. Dysfunctional property markets,
wherein homeowners cannot realise equity to act as security or even raise a bond, remain as one of the
most complex of these environmental issues. Perceptions in differences and prevailing notions create
varying positive or negative scenarios for rural vs. urban clients, for example.

2.1

Lender Analysis Framework (Loan Cycle / 12 Pillar Analysis)

The 12 Pillar Analysis described below highlights the 12 core aspects of managing a lending
institution, including HML lenders and micro finance institutions. John Fourie of TUCB has presented
this model on several occasions to audiences within the Affordable Housing sphere in South Africa.
The rationale behind this model is that the extent to which each of these aspects is successfully
implemented will determine the likelihood of business success that might be expected from that Micro
Finance Institution. The nature of the graphic below illustrates the interrelatedness of all twelve
aspects. It also implies that no one aspect is more important than the other eleven components of the
model. The successful Micro Finance Institution must address all twelve pillars at the right time in the
lending process to ensure a complete business solution.
Each pillar could be expanded to allow for in depth discussion and analysis. In this report the
Consulting Team have used the 12 Pillar Model at its strategic level as a yardstick against which to
assess individual lenders. The industry as a whole has also been measured against these 12 pillars to
illustrate where the Consulting Team would suggest that process improvements should be considered.
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The model below is followed by a brief description of each component to facilitate a common
understanding.
Figure 3 Twelve pillars of micro lending

Payment
Mechanism
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Brand

Products
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Information

Credit
Scoring
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Admin &
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Strategy: The long term vision and direction of the organisation as envisaged by the Board (or
governing body), senior management and stakeholders. This component should guide all subsequent
business planning and management efforts.
Brand: The feel, perception, image and ‘face’ of the organisation as seen and sensed by all
stakeholders, internal and external. In a market where products themselves have little real
differentiation (e.g. among attributes like size, interest rate, term, etc.) from one lender to the next, the
way in which people feel about the institution – especially whether it is something with which
borrowers seek close association – becomes a key selling point.
Payment mechanism: This refers to the mechanism through which repayments are channelled from
the account of the borrower to the account of the lender at the agreed times and according to the
agreed repayment schedule.
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Products: The range of solutions available from the Micro Finance Institution for sale to the market
of borrowers. In some instances the range is made up of a single product, while in other instances the
product range consists of variations on the same basic theme. Important components of the product
are the price or interest rate, loan terms, and repayment options.
Credit Scoring: Credit Scoring refers to the process of assigning numeric scores to a set of agreed
variables to provide an indication of the likely performance of the borrower during the term of the
loan. Credit Scoring can be, and often is, used as a yes/no decision point in the granting of a loan. It
can also be the point at which a lending decision is referred to a higher authority for a decision based
on a wider set of criteria that may include some more subjective aspects.
Bank Account: A Bank Account maintained by the borrower is often the primary financial
mechanism preferred by many lenders because of the financial history it can provide and because it
can be used to avoid the handling of cash through the application of debit orders.
Behavioural Information: This refers to information concerning the behaviour of the borrower with
regard to previous lending experiences. Behavioural Information from the past can be indicative of the
likely behaviour of the borrower in the lending under analysis.
Bureau Data: The actual credit performance of the borrower is maintained as data on the Credit
Bureau records and is possibly one of the most objective measures of performance to be considered
and that can provide clues as to the performance to be expected.
Affordability: This refers to the financial ability of the borrower to meet the expected repayment
commitments allied to the loan being granted. Affordability is a product of the income of the
individual or the household in relation to the other financial commitments of that entity. It is a
dubious measure in that the real income of the applicant is often difficult to assess and subsequently
verify.
Admin and Process: Admin and Process refers to the mechanics of the loan management through
origination, disbursement and collection. It is often referred to as the “back room” functions
conducted in support of the sales efforts and leading into the financial management aspects of the
loan. A core component of this pillar is the record keeping responsibilities of the financial institution.
Collections: Collections refers to all of the activities of the organisation that are directed toward
recovering monies due from the borrowers to the lender. In the first instance this might be a
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straightforward set of steps that look after themselves, leading through to specific and unique actions
required in the case of loans that tend toward non-performance.
Operational Risk: This refers to the risk of non collection and reduced business performance through
deviations from agreed operational standards and processes. It also refers to the risks inherent in being
a player in this specific market sector.
Conceptually, the Consulting Team has re-ordered the 12 pillars into three groups, considering three
groups of core functions, which should generally describe any lending operation. The three areas
include long-term management, risk assessment and management, and ‘back room’ functions.

Figure 4 Three major areas within the twelve pillars

Brand and Strategy have been grouped together on the left of the diagram. These two pillars refer to
that function of management that considers the long term viability and sustainability of the
organisation.
The grouping in the centre of the diagram includes those components of the model that contribute to
and refer to risk assessment and risk management within the processes of the organisation. This is the
function of management that ensures the financial health of the organisation from both a pre- and post
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loan viewpoint. Operational Risk, Behavioural Information, Bank Account, Credit Scoring,
Affordability and Bureau Data are included in this grouping.
Products, Admin and Process, Collections and Payment Mechanism are grouped together on the right
hand side of the diagram and refer to the ‘back room’ functions that support the other two groupings.
This is the day to day operating of the organisation and is focused on a relatively short time horizon.
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3 Supply-Side and Demand-Side Analysis
This chapter delves into the detail of the four main empirical sources of data – specifically
TransUnion Credit Bureau data, FinScope TM 2005 data, Borrower Survey information, and The
Financial Diaries, and considers both the lender (supply_ and borrower (demand) parameters of the
conceptual framework..
The TUCB data includes all available records from the National Loans Register (NLR), and the
Consumer Credit Association (CCA)7, as well as other credit information posted directly to TUCB by
its subscribers. In particular, the data set included the credit profiles of 8,241 individual borrowers
from among six HML Lenders, with transactional history covering the period from January 2004 to
January 2006. The NLR, administered in a joint agreement between the National Credit Regulator,
TUCB, Experian, and other credit bureaux in South Africa, contains all available records related to
micro loans in general, including housing micro loans, in other words, all ‘exempted’ loans, in terms
of the now defunct Usury Act exemption. The CCA includes all revolving credit and instalment loan
details. The data base also covers mortgages, vehicle finance, mobile phone contracts, and other
forms of credit transactions. The only relevant credit transactions that the data base cannot capture,
because the data are not provided to any credit bureaux, are payment histories associated with
municipal rates, such as electricity, water, etc. In addition, the TUCB data base does not include any
credit agreements with a value above R1 million.
FinScopeTM – administered by Finmark Trust, conducted by a private market research company, and
owned by a syndicate of public and private sector institutions – has become the national benchmark
for determining financial access, penetration, and trends, particularly among the poor and low income
groups in South Africa. It provides a national, quantitative, and statistically valid detailed look into
the financial lives of South Africans. The data include insights into access to, usage of, sources for,
and behavioural characteristics around the full spectrum of financial services, as well as insights into
the role of technology (e.g. cell phones), along with demographic and lifestyle issues. Financial
Sophistication Measurements (FSMs) also comprise an integral part of the survey, wherein a
composite scale of 1 to 8 (from least to most) summarises six different factors – i.e. Everyday Quality
of Life Index8, financial penetration, physical access to financial services and institutions, financial

7

CCA collects details related to personal loans, retail store credit, credit cards, revolving loans, and
miscellaneous other credit agreements, such as cellular phone contracts, household security, etc.
8
The EQLi™ contains the following sub- indices: Urbanisation Level Index (ULi); Poverty Level Index (PLi);
Quality of the Environment Index (QEi); Overall Health Index (OHi) and Stress/Pressure Index (SPi); Needs
Satisfaction Index (NSi); Connectivity Index (Ci); View of the Future Index (VFi); Subjective well-being
(happiness) Index (SWBi); and State of Mind Index (SMi).
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discipline, financial knowledge and control, and connectedness and optimism. (See
www.finscope.co.za for more information.)
In an earlier round of this research project, another team of consultants conducted a quantitative field
survey of 794 individual borrowers located in Gauteng, Western Cape, Eastern Cape, Kwa Zulu
Natal, Limpopo, and North West Provinces, drawn from among six different HML Lenders. A series
of more than 40 questions attempted to draw a profile of borrower characteristics and trends across
demographics, household parameters, employment status, personal and household income, default
behaviour, and payment propensities.
The University of Cape Town Data First website says, ‘The Financial Diaries study addresses the lack
of understanding of the financial needs of poor households, by examining financial management in
rural and urban households. The study involved a year-long household survey, based on fortnightly
interviews in Diepsloot (Gauteng), Langa (Western Cape) and Lugangeni (Eastern Cape). In total,
160 households were involved in this pioneering study, which paints a rich picture of the texture of
financial markets in townships, highlighting the prevalence of informal financial products, the role of
survivalist business, and the contribution made by social grants. The Financial Diaries dataset
includes highly detailed, daily cash flow data on income, expenditure and financial flows on both a
household and individual basis’. (See http://www.financialdiaries.com for more background on the
study, and http://www.datafirst.uct.ac.za/data_fdiaries.html for key findings and further analysis.)
As a collection of studies and data, these four sources provide one of the most robust foundations
available to the HML sector from which to draw information, elevate findings, extract analysis, and
reach strongly supported conclusions and recommendations. As a basic rule, the Consulting Team
has used the TUCB data and FinScope TM 2005 as the anchors of findings and analysis, since they
provide the most broadly representative, statistically valid, and credibly derived view of the market.
Meanwhile the Borrower Survey and The Financial Diaries helped to nuance, balance, and
corroborate or refute the quantitative data from the two anchor data sets. Typically, the findings and
analysis that follow emanate from cross-checking at least two, and usually three or four of the core
data sources, as well as frequent references to previous research and / or insights from SteerCo or
other interested and informed stakeholders.
Throughout all of the analysis of the TUCB data, the team has rooted its analysis around the
percentage of borrowers labelled as ‘bad’, according to the “risk threshold” definition of 3 or more
missed instalments in a 24 month period. For the largest data set available from TUCB of 8,241
borrowers, this rate equalled 21.53%. While differences in credit policies and default definitions
make precise comparison impossible, this level of default appears consistent with the data referred to

Causes of Default – FINAL REPORT

17 October 2006

Page 27 of 100

in the introduction to this report about HML lenders and other similar institutions, and to individual
HML lender information available to the Consulting Team.
To isolate analysis on those that default (or at least demonstrate a higher risk profile), the Consulting
Team then looked at trends among those various categories of borrowers who performed at default
levels equal to or greater than the base percentage of 21.53%. Thus, in many of the graphs that follow
in this core analytical chapter, the reader will see scales above and below 100%. In this context,
100% means that the rate of default at that point equalled the norm of 21.53%. Any percentage above
100% indicates a default rate worse than 21.53%, whereas any percentage below 100% indicates a
default rate of better than 21.53%. So, for example, a relative ‘bad’ rate of 110% would mean a
statistical default rate 10% worse than the norm, i.e. 23.68%. On the other hand, a relative ‘bad’ rate
of 90% would mean a statistical default rate 10% better than the norm, i.e. 19.38%. We focus on the
relative bad rates from 100% and above, because these categories of borrowers comprise the
increasingly riskier categories, and thus assist us in focusing on the behaviours and circumstances that
relate most strongly to default.
The TUCB data allowed even deeper analysis, by splitting the larger data set. The collection of 8,241
borrowers included anyone who had an outstanding housing micro loan at any one point in time in the
January 2004 to January 2006 period. Yet, TUCB also provided a sub-set of those records, covering a
smaller but still substantial number of borrowers, totalling 1,547, wherein the data allowed the
tracking of behaviour of a specific housing micro loan over at least a 12 month segment, within the
broader 24 month period. This sub-set of data proved important in looking more carefully at the
actual repayment behaviour before, during, and after the disbursement of a housing micro loan,
permitting the Consulting Team to draw inferences about the impact that the introduction of a housing
micro loan has on an individual’s credit activity and risk profile.
Although the analysis naturally overlaps and loops back and forth, reflecting the inter-connected
nature of various demand and supply side factors, the rest of this chapter separates the findings into
six broad categories. First, we look at the personal and household income and other major
demographic characteristics of HML borrowers, and how those factors do or do not relate to credit
risk. Second, the chapter deals with the relative propensity to pay HML loans, versus other credit and
expenditure commitments. Third, the chapter looks at the critical impact that affordability and
indebtedness have upon risk profiles. The fourth field of enquiry looks at broad credit behaviours and
histories of HML borrowers, as they affect their HML risk profiles. The fifth section explores the
lifestyles and profiles of HML borrowers. And the chapter ends with a summary of the HML lender
supply-side dilemma, using the 12-pillar framework introduced in an earlier chapter.
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3.1

Income and Other Demographic Characteristics of HML
Borrowers

Most statisticians and analysts who work with surveys of individuals point to the difficulties of
obtaining accurate and honest personal and household income information. The consensus is that
most people tend to under-report their income. By and large, this study would seem to reflect the
same distortion. TUCB, FinScope, and the Borrower Survey all asked respondents for their personal
monthly income. FinScope and the Borrower Survey also collected household income information.
All three surveys, in addition to data from RHLF, seem to tell a different story. Annex 4 offers a
more detailed explanation of the data available from each of our four sources, but on the following
few pages we summarise the nature of the data and our composite view of the gross personal and
household monthly income profiles of HML borrowers.
FinScope TM 2005 reported that 172,309 individuals said that they had now or had in the past a
housing micro loan9. In light of the performance and impact statistics provided by NHFC and RHLF,
the Consulting Team considers the population size as a very accurate number of the individuals who
have actually received or now have a housing micro loan. In turn, this provides a reasonable level of
comfort about the validity of the HML borrower information included in the FinScope TM 2005
survey, including personal monthly income data10.
TUCB collects income data. However, they do not use the data, since they tend to be sparse and
infrequent. Instead, TUCB has developed an Income Estimator algorithm, which yields something
called, “Predicted Income”. The core of the algorithm relies upon a complex set of models driven by
multiple sources of data including demographics (e.g. age and gender), credit behaviour (i.e. limits of
revolving, instalment and other accounts, performance in those accounts, and age of trades), and
census data (e.g. postal codes). The model has been designed primarily to focus on estimates for
those likely to earn monthly personal income between R800 and R20,000. The continuously
changing nature of income (even for those who enjoy a regular monthly salary) substantially
complicates making reliable estimates for any one point in time. In addition, insufficiently consistent
correlations between demographic information and income also lower the accuracy of prediction.
Nonetheless, the Consulting Team considered the “Predicted Income” figures as sufficiently reliable
to include in our development of an overall picture of the personal income profiles of HML borrowers

9

Section P1 to P3, Questions 14 and 15.
Question 1D.1.

10
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Those who conducted the Borrower Survey asked respondents the following question, “Please
estimate your (the borrower’s) average monthly PERSONAL income, before tax or any other
deductions such as rent, savings, contributions, burial society, store repayments, etc.”. The survey
enumerator then marked the questionnaire in one of six categories, ranging from a lower bracket of
“Up to R1,500” to an upper bracket of “More than R7,500”, or “Don’t know / Refused”. The
phrasing of this question and our lack of knowledge of the competence of the survey enumerators for
the Borrower Survey raise some questions around the accuracy of the Borrower Survey information.
On the other hand, when the Consulting Team juxtaposes these answers against other data in the
Borrower Survey, as well as against information gleaned from our other three sources, we find the
answers to the personal income question sufficiently reliable to include in our analysis.
Our fourth set of personal income data came from RHLF. RHLF uses ‘Net Income’ as its personal
income measure, which, in the case of formally employed people who comprise most of the HML
borrower base, would equal salaries or wages, plus any additional allowances, less statutory
deductions. Thus, RHLF defines personal income differently from our other three sources of personal
income data. However, the RHLF definition is comparable to the definitions found in the other three
sources, and the Consulting Team believes the RHLF data to have a high degree of integrity, since it
derives directly from HML lender client files.
The variability of the personal income data across the different sources, combined with a need to
recognise that some HML lenders take household income into account when assessing affordability
and risk, led the research to also look at household income profiles. TUCB cannot and does not
provide any information on household income – real or predicted. Thus, FinScope TM 2005 and the
Borrower Survey11 remained as the only two sources for this information, which showed more
convergence, at least in aggregate terms, than the personal income data.
Despite the variability in what the different data sources say, the overall picture has led the Consulting
Team to conclude that about one-third of HML Borrowers do earn under R4,000 per month. Also,
the data seem to support the notion that by and large HML borrowers meet the R7,500 and under
personal monthly income test. Meanwhile, whatever their individual earning capacity might be, most
HML borrowers would seem to live in households that can rely on at least two incomes. FinScope
tells us that 56% of HML borrowers are married, and that 54% of them have two or three sources of
income. This means that some individuals appear capable of doubling or nearly tripling their own
monthly income (on average) at the household level, by having access to at least one other income

11

Question 1.D.2 in FinScope and Question 18 in the Borrower Survey.
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stream in the house – in turn, leading to the hypothesis that as much as 67% HML borrowers enjoy
total monthly combined household earnings in excess of R6,000.
Conversely, penetration into poor households with people earning less than R2,500, and certainly not
under R1,500 seems poor, with probably little more than 15% of all HML borrowers in the R2,500
and under personal income bracket. In total, this puts the majority of borrowers in the middle to
upper bands of the target income range, i.e. between about R4,000 and R7,500 per month.
Some in the industry contend that HML lenders need to lend to clients in the upper income bands of
their target market, in order to realise the scale and balance sheet required for long term sustainability.
This position assumes many things, which bear careful re-examination. The core methodology that
still relies so heavily on bank debit orders as a collection methodology automatically means that they
will serve relatively higher income clients. As the chart from the FinScope TM 2005 survey shows
below, bank account penetration has gone considerably down-market over the past two to three years
in particular, but consistently high penetration above 85% only begins in personal income brackets
from R2,500 and above12.

Figure 5 Bank account penetration (FinScope™ 2005)

12

Overall, 47% of the SA population is “Currently Banked”, but for all income brackets from R1000 and above,
the percentage is at least 72%. This good bank account penetration for people who earn between R1,000 and
R2,500 per month may present a solid opportunity for HML lenders to expand down-market – a subject we
return to in some detail later in this report.
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This push into relatively higher income brackets also raises the question as to whether HML lenders
really provide important support to low income earners in their housing process, and as such should
be supported as developmental institutions. To the extent that things like the RHLF housing manual,
and other materials and advice are dispensed, they may be helpful (although assessing these sorts of
issues goes beyond the current terms of reference, and thus were not explicitly evaluated).
Nonetheless, there would seem to be an open question as to whether HML lenders are the most
efficient and effective conduits for information dissemination, especially when they serve a relatively
better-off client base, than those truly poor individuals, who would have less access to and knowledge
of housing support mechanisms.
Furthermore, the type of credit and risk analysis and management applied (to the extent that it is done
at all) is very dependent upon formal, documented, verifiable histories – a requirement inimical to
serving most poor or low income clients. In addition, the emphasis on commercial viability, as
preached by the development finance wholesalers and many others, has pushed HML lenders into
higher income brackets. The report will return to these factors in more detail, when looking more
closely at lender behaviour and exogenous factors.
Yet, having now obtained a reasonable picture of the income profile of HML borrowers, the study
returns to the central question of, ‘what impact does this factor have on default and risk profiles’?
The answer, in short, is (next to) nothing…
Contrary to some prevailing notions that income is a fairly good indicator of ability and willingness to
pay, the TUCB data tell us otherwise13. As depicted in the graph immediately below, the trend line
for the largest and most reliable sample available does not indicate a meaningful correlation between
income and propensity to default14. In fact, by removing the three data points, which individually
comprise less than 5% of the total sample, and therefore may not contribute in a statistically
significant way to the overall trend, the slope of the line flattens even further, i.e. from 0.1972 to

13

The Borrower Survey showed a much more distinct improving trend of default performance, as reported
personal incomes in that survey rose, with worst performance at a 58.3% rate of default for those earning less
than R1,500 per month, improving fairly steadily to 25.3% for those earning more than R7,500 per month.
However, the Consulting Team does not have sufficient trust in these figures to use them in our main analysis.
The Borrower Survey did not define default, and thus the answer to the question would vary based upon
interviewer and interviewee interpretation. Also, the sampling technique forced more ‘defaulters’ into the
sample. Lastly, as later analysis in this report will show, lower income people do tend to have a higher
propensity to miss payments from time to time, because of the very thin affordability margins on which they
work and their higher vulnerabilities to risk. And thus, lower income people may report higher incidences of
‘default’, using the strictest definition. However, the data do not show that they have a higher propensity for
write-off than their better off compatriots.
14
As explained earlier, note that 100% represents the norm of the 21.53% ‘bad’ rate, while any figure above
100% indicates ‘bad’ rate performance worse than the norm, and any percentage below 100% indicates ‘bad’
rate performance better than the norm.
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0.0356 – thereby, further supporting the case that income on its own does not predict default risk.
Furthermore, to the extent that lower income people may have a slightly higher repayment risk
profile, the Consulting Team would contend that this more aptly reflects poorly suited products and
HML Lender practices to that market, than it does inherent risks linked to personal income levels – a
subject dealt with in more detail later.

Figure 6 Predicted income vs. relative bad rate
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As a corollary to HML borrower income, the research also looked briefly at the relationship between
loan size and risk profile. Popular belief holds that larger loans yield better risk profiles. However,
the available TUCB data (shown in the graph below) do not present strong evidence of such a trend.
In fact, the trend line would indicate the opposite. This graph derives from just 654 loan records,
since most of the records do not contain the actual loan amount (just monthly repayment amount in
most cases)15, which may help to explain the somewhat erratic nature of the data points. Nonetheless,
whether one follows the smoothed trend line or the nearly pattern-less data points, no meaningful
relationship arises between loan size and risk profile, and certainly not one that would back up widely
held perceptions.16

15

The lack of loan amount data on the records reviewed is not a reflection of HML lender behaviour, but rather
a function of the version of the data set used for our analysis.
16
Tests juxtaposing loan term to bad rate performance proved similarly inconclusive, with no discernible pattern
emerging.
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Figure 7 Loan size vs. relative bad rates
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Turning now to the location of HML borrowers, the research now tries to discern any correlation to
risk profile. HML lenders receiving support from RHLF may tend to lend to borrowers in rural and
peri-urban areas. However, FinScope data indicate high urban concentrations, as shown in the graph
below, with more than 80% of the largest independent sample living in urban formal or informal
settings.

Figure 8 Urban / rural distribution of HML borrowers
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Unfortunately, TUCB could not provide data reliably parsed between urban and rural clients, meaning
the Consulting Team had no data directly linking repayment performance to geographic location.
However, in two later sections of this chapter – “Affordability and Indebtedness” and “Styles and
Profiles” – the research touches upon the urban / rural dynamic. At that juncture, the available
information would tend to support the notion that rural borrowers have fewer of the negative
characteristics (especially in terms of hyper-access to credit, and a tendency towards profligate
spending patterns) that contribute to a poor credit risk profile. Nonetheless, the absence of actual loan
repayment performance data for rural vs. urban clients prevents the Consulting Team from saying that
rural borrowers are less (or more) risky than urban borrowers per se.
Many HML lenders and others in the market contend that younger borrowers present higher credit
risks. Some of the same people and others say that older borrowers present greater risks. The TUCB
data do not support either notion; and in fact, directly refute the general view on youth. The chart
below shows some evidence that the youngest borrowers – those in the 21 to 30 bracket – may
actually pose less credit risk; although the relative bad rate is not large enough to strongly support that
view. On the other hand, the oldest borrowers do seem somewhat riskier than the norm, but not to
such a degree that would justify excluding them simply on the basis of their age.
Table 2 Age and default
Age
Bad17

Good

Total

Bad Rate

Distribution

21-30
31-40
41-50
51-60
>61
Total

934
2032
1744
841
916
6467

1157
2610
2223
1047
1204
8241

19.27%
22.15%
21.55%
19.68%
23.92%
21.53%

14.04%
31.67%
26.97%
12.70%
14.61%
100.00%

223
578
479
206
288
1774

Relative Bad
Rate
89.54%
102.88%
100.10%
91.40%
111.12%

Finally, in terms of demographics, the research looked at gender. Many, especially those in the
broader microfinance arena, contend that women pay better than men, and often in microfinance
programmes that target the poor, the empirical data support this notion18. However, the TUCB data
indicate the opposite, but by a statistically meaningless difference for HML borrowers. (See chart
below) Women make up just under half of the HML borrower pool, and they show a ‘bad’ rate of
21.94%; but men do not perform much better, with a ‘bad’ rate of 21.17%. Thus, as a single variable,
gender does not show any impact on risk profile.
17

As explained in the chapter, “Definition of Default”, “Bad” and “Bad Rate” refer to the instance wherein the
borrower has missed 3 or more instalments in a 24 month period. “Relative Bad Rate” refers to the percentage
difference between the norm of 21.53% and the actual Bad Rate for the given data point. Thus, for example, in
the chart above, those aged 61 and above show a Bad Rate of 23.92%, meaning that proportion of people in that
age bracket missed 3 or more instalments in a 24 month period, and that Bad Rate is 11.12% worse than the
norm.
18
For example, the Small Enterprise Foundation, based in Limpopo Province, has 35,000 active microfinance
clients, of whom more than 95% are women. In the organisation’s 14-year history, its long-term write-off rate is
1%.
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Table 3 Gender and default
Gender
Bad19

Good

Total

Bad Rate

Distribution

Female
Male
Missing
Total

3057
3408
2
6467

3916
4323
2
8241

21.94%
21.17%
0.00%
21.53%

47.52%
52.46%
0.02%
100.00%

859
915
0
1174

Relative Bad
Rate
101.90%
98.32%
0.00%
100.00%

Still, two other inputs may partially support the gender-biased view of repayment performance.
Firstly, TUCB reports that in looking at larger samples of credit bureau data across an array of credit
products, including housing micro loans, women consistently have better repayment histories than
men. Secondly, in the graph immediately below, according to the sample of 8,241 HML borrowers
on the TUCB data set, women earn less than men on average. However, they also tend to have higher
absolute levels of total loan repayments (including not just housing micro loans, but credit cards,
instalment credit, etc.). In turn, this means that after total payments, women on average have about
47% of their income remaining, while men have about 62% of their income remaining, i.e. R3,078 vs.
R4,640, respectively. Thus despite having demonstrably less total income and substantially greater
monthly commitments, women do not seem to have any higher propensity to default than men. This
may mean that women better manage the money that they do have – a view consistent with findings
discussed later around lifestyle profiles.

Figure 9 Average predicted income & total payments by gender
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As explained in the chapter, “Definition of Default”, “Bad” and “Bad Rate” refer to the instance wherein the
borrower has missed 3 or more instalments in a 24 month period. “Relative Bad Rate” refers to the percentage
difference between the norm of 21.53% and the actual Bad Rate for the given data point. Thus, for example, in
the chart above, those aged 61 and above show a Bad Rate of 23.92%, meaning that proportion of people in that
age bracket missed 3 or more instalments in a 24 month period, and that Bad Rate is 11.12% worse than the
norm.

Causes of Default – FINAL REPORT

17 October 2006

Page 36 of 100

In closing the discussion about the relationships between various HML borrower demographics and
risk profile, the Consulting Team must point out a crucial regulatory and constitutional fact. As
specifically stipulated in the National Credit Act (No. 34 of 2005) and as generally laid down in the
constitution of South Africa, demographic parameters may not be used to refuse any individual credit
or, more broadly, to prejudice their rights of access. Lenders may include demographic factors in
credit scoring and other risk management processes and procedures, but they may not be the
determinant variables. Nonetheless, as this analysis has shown, no one demographic factor, applied
across a large sample of HML borrowers seems to have any irrefutable correlation to better or worse
risk profiles.

3.2

Relative Propensity to Pay HML Loans

Borrowing from the logic applied in the mortgage market, many believe that housing micro loans are
fundamentally different in all respects, from other micro loans. Some believe this should mean that
borrowers would prioritise the repayment of their housing micro loans in a way similar to the
importance most mortgage bond-holders apply to the repayment of their mortgages. However, to the
contrary, many borrowers would appear to prioritise their so called HML loan below other monthly
obligations, and most importantly in terms of debt, below bank, store, and retail card obligations.
The Borrower Survey asked respondents to name their first, second, and third priority monthly
payments20. By an enormous margin (76%) food emerged as priority one. (See chart below, capturing
the ranking of first priority items. The numbers in each column indicate the number of respondents
per income band, who indicated the given choice as his or her first priority.) Water came in second,
and electricity came in third. Debts, which presumably would include housing micro loans, only
featured among 17% of the survey respondents within the third most important category. Thus, it
would appear that basic needs still command priority among HML borrowers.

Table 4 Borrower ranking of expenditure items: borrower survey
Food
29
128
189
90
38
87
11
572

Elec
2
5
5
2
1
1
1
17

Mortgage
2
17
14
5
13
6

Water
1
1

57

5

1
1
1

Rates
4
2
1
2
1
10

Debts
3
6
20
9
23
3

School

Hire Purch

Home Imp

Burial

1
5
3
7
1

1
2

1
3
1

2
1

64

17

3

1
5

4

(blank) Grand Total
37
166
241
111
84
102
13
754

20

Question 20: “We all have only a limited amount of money to spend every month, and it is not always
possible to afford everything you want or need to pay for. Please can you tell me what the three most important
things are that you (the borrower) feel you have to buy or pay for at the end of each month”?
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The Borrower Survey also asked whether people paid water, electricity, rates, and loans “every
month”, “occasionally”, or “never”21. Electricity scored the highest “every month” percentage at
78%, with the next highest “every month” percentage going to loans at 67%. However, over 29% of
the respondents said they only paid their loans “occasionally”, which would loosely coincide with the
observed behaviour of sporadic repayment, along with the empirical ‘bad’ rate (i.e. 3 or more missed
instalments in a 24 month period) of 21.53%.
Assessment of the TUCB data also reveals differentiated payment patterns between micro loans and
other credit accounts under CCA. Within the same group of HML borrowers the adjusted ‘bad’ rate is
27%22, whereas for the CCA accounts, the ‘bad’ rate was 22%. In other words, HML borrowers are
20% more likely to default on their micro loan, than they are to default on their credit card, store
card, cell phone account, etc.
No one really knows exactly how much of the capital lent for housing purposes actually goes into
housing purposes; or for that matter, how much capital supposedly lent for other purposes ends up
financing housing-related needs. The National Credit Regulator estimates that about 10% of all micro
loans (i.e. perhaps as much as R785 million 450,000 loans in disbursements as of the most recent
reporting quarter, ending February 2006) go towards housing purposes. Also, many like to believe
that leakage within the HML sector is generally minimal. RHLF’s 2005 Annual Report indicates that
17% of funds disbursed went to fund things other than housing. Although, The National Housing
Finance Corporation
Corporate Impact Report, published in 2003, said, “Leakage appears to be low with only 18% of
recipients indicating that they used 30% or more of the loan for other purposes than housing. Leakage
is highest in respect of micro loans [29%]. The reasons for the leakage particularly in terms of micro
loans is that recipients indicated that they were not aware that the loan was for housing purposes or
that the amount was not sufficient to improving their dwelling”. [emphasis added]
The data available to the Consulting Team were insufficient to test the extent of inward or outward
‘leakage’, or its potential role as a trigger of default. Nonetheless, in light of the way borrowers
prioritise their repayment of housing micro loans and the findings from NHFC in regard to HML
loans, it may be deduced that clients see the money disbursed as fungible and largely have no fear that
there will be any serious consequences to mis-application or non-repayment. Despite policies at the
21

Question 23: “How often do you (the borrower) pay the following accounts / services you receive”?
For purposes of this comparative analysis only, between microloans and CCA accounts, the Consulting Team
has adjusted the calculation of the overall bad rate to exclude those accounts for which no NLR data exist.
However, the definition of ‘bad’ – i.e. 3 or more missed instalments in a 24 month period – remains the same.
This adjustment was necessary for this comparison only, because of the different ways in which NLR accounts
and CCA accounts are classified on the bureaux.

22
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wholesale and retail levels of the market about the application of funds to housing purposes, this study
did not uncover any meaningful implementation of sanctions or corrective actions to crack down on
funds usage. In other words, it would appear that HML borrowers have little to fear that their house
will be taken away or that they will be refused another loan, if someone discovers that they paid
school fees, or whatever else, with the loan proceeds. The later section on borrower styles and
profiles documents the fungibility and fluidity issues that influence the way people manage money.
This combination of factors also throws into question another widely held belief, or at least hope, that
HML lenders enhance access to housing finance for low income earners, and as such should be
supported as developmental institutions. As discussed in the earlier section on HML borrower
income, most clients earn in the middle to upper brackets of the target market, while only about 15%
may be called truly ‘low income’ – thereby, raising the question of whether they even serve ‘low
income’ people. In addition, behaviours of borrowers would indicate that more often than not the
loan is perceived as no different from a cash micro loan, except in the few cases of ‘closed’ housing
finance models (e.g. extending the loan through building material suppliers), wherein short of
considerable effort, the loan must be applied to housing purposes.

3.3

Affordability and Indebtedness

The Financial Diaries “Focus Note on Debt and Household Finance” revealed some very telling
characteristics and trends around affordability and indebtedness. Overall, that research showed that
50% of people were well under the ‘over-indebted’ threshold of 20% of monthly income. However,
as the graph below illustrates, rural households tended to carry much more debt than urban
households.

Figure 10 Percent of households in each indebtedness bracket (Financial Diaries)

Source: Financial Diaries Focus Note: Debt and Household Finance
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The Focus Note went on to say:
“…In Langa and Diepsloot households, the median income of highly indebted households is
higher than the area median, but in Lugangeni, the median income of highly indebted
households is roughly in line with the median of the entire rural sample. This suggests that
while the wealthier households in the urban and peri-urban areas are more indebted, high
indebtedness is not contained to the higher income households in rural areas”.
“In Langa [and Diepsloot], it is primarily formal credit that results in high debt payments for
highly indebted households….But in Lugangeni, it is the informal debt such as credit at the
local spaza shop that is dominant. In Langa, not unexpectedly, formal indebtedness tends to
be connected to those with a regular wage and a payslip [emphasis added]… [T]he subsample of highly indebted Langa households relied on regular wages for at least 75% of their
income”.
“In Diepsloot, formal loan payments to either a bank or a micro loan made up roughly 37% of
a highly indebted household’s debt payments every month. Also high (26%) was the
percentage of debt payments that went to accounts or lay-by’s. Store cards were also
important, as they were in Langa”.
A key argument in debates on over-indebtedness is whether debt is used for “productive”
debt, like business loans or mortgage debt, or “consumption” debt,” like instalment credit for
buying consumer items like a TV or clothes. However, [the reality of the fungibility of credit
and the multiple uses for it] does not mesh easily with the distinction between productive
and consumption debt”. [emphasis added]
Figure 11 Median income of each indebtedness bracket (Financial Diaries)

Source: Financial Diaries Focus Note: Debt and Household Finance

The text and the accompanying graph above may say something not only about the apparent
preference for lenders to target better-off households, but also the concurrent and recurrent problem of
what appears to be persistent, or at least frequent, over-indebtedness – i.e. from a credit risk and NCA
perspective, relatively higher income clients may actually be higher risk.
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Formal wage earners, who tend to predominate among HML lenders, seem to have a much higher
propensity for over-indebtedness and multiple sources and uses of formal credit. In addition, the
actual use of funds from credit, objectively and subjectively, does not conform to a distinction
between productive (e.g. housing) and consumption uses.
This may imply – as several experts in the field have suggested – that the character of housing micro
loans, whatever we may call them for the sake of satisfying someone’s notion of what should and
should not be financed, is no different from cash or other explicit consumer loans, which, in turn,
implies that the housing micro loans should be managed very differently from the way that they are
now.
While this Focus Note gives much greater depth to our understanding of affordability and
indebtedness, it also raises several additional questions, namely:
•

What are the age and livelihood profiles of indebted households?

•

What factors might be important in determining whether households manage debt well or not?

•

Do households ever escape from over indebtedness?

•

Do debt levels change over time for most households?

In the course of an email conversation with Ms. Daryl Collins, principle author of the Financial
Diaries research, she offered some answers to these additional questions. Her full response appears in
Annex 5, but in summary, she corroborated a point made in the earlier discussion about income that
repayment risk profiles do not necessarily follow a linear path along an income continuum, but that
indebtedness trends do appear to have a stronger relationship to the source of income, i.e. those with
steady monthly incomes from jobs or social grants tend to show a higher propensity for overindebtedness. Still, Ms. Collins contends that, in part, because the sample is not large enough, and
because her research did not deal with psychological factors, we may not yet have a fully clear picture
of the main causes of over-indebtedness. On a slightly more positive and resolute note, Ms. Collins
also pointed out that people in her sample could and generally did get out of over-indebted situations.
The TUCB data also provides some clear insights into the correlation between indebtedness and risk
profile. The graph directly below exhibits a strong relationship between the level of monthly total
instalments as a percentage of predicted monthly personal income, and relative ‘bad’ rates. At every
data point where monthly instalments exceed 40% of income, HML borrowers show a higher
propensity to default than the norm (bear in mind, an already high 21.53%). Furthermore, the graph
also shows us that even for more modest levels of indebtedness between 10% and 40% of monthly
personal income, HML borrowers still tend to default at levels around 20%. Most directly to the
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central question of this report, more than 35% of HML borrowers fall into the categories from 40%
of income and above. This should leave little mystery as to why HML lenders experience such high
overall rates of default.

Figure 12 Total instalments to predicted income (%) relative bad trend
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The graph immediately below tells perhaps an even more harrowing tale. In short, using the smaller,
but still ample sample of 1,547 HML borrowers in the TUCB data, the graph shows the change in risk
profile, related to total monthly commitments as a percentage of predicted monthly income. The red
trend line shows an upward sloping tendency for HML borrowers to have a greater propensity to
default, as the proportion of commitments to income increases, before disbursement of the housing
micro loan, which mimics the trend discussed above. Yet, the black trend line shows that the same
trend line tilts up by a factor of nearly 20%, after disbursement of the housing micro loan. In other
words, HML borrowers become 20% more likely to default (off of an already high base), after they
have received a housing micro loan. This does not mean that the housing micro loan itself causes the
upward swing in the slope, but it does infer that greater levels of debt definitely push people more
sharply towards default.
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Figure 13 Total instalments as percent of predicted income (change in risk)
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At this juncture, sceptics may still say that the risk propensities illustrated in respect of indebtedness
reflect the nature of the market – that such risks ‘come with the territory’. Those same people may
content that HML lenders can reach low income clients better than the banks can, because the HML
lenders have better retail exposure capacity, understand the client better, offer more appropriately
structured products, and can manage the collection challenges that low income borrowers present.
Basically, the data tell us that few, if any, of these presumptions or assumptions hold true. As detailed
at length earlier, most HML lenders target lower middle income to middle income permanently
employed, salaried, banked people, so the data would indicate that they do not serve low income
clients per se. And as the following two charts shows us, for the market that they actually do serve,
the HML lenders face nearly insurmountable and increasingly aggressive competition from the
mainstream banks, retailers, and other formal non-bank financial service providers that offer credit in
various forms to the same clients.
In its 16 May 2006 press release, entitled, “Microlending Still Brisk”, the National Credit Regulator
said, “…disbursements from the micro lending industry were R27.2 billion. This number reflects a …
32% increase on R20.6 billion reported for the year ending February 2005…. As at the end of
February 2006, the loan book of banks was R10.7 billion, up 7.9% on the R9.9 billion reported at the
end of November 2005”.
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Whether as a result of Financial Sector Charter commitments and related pressures, or new found
appetite for lower income markets, the major South African banks have been actively marketing to
and selling credit to banked individuals, with good credit records and formal jobs, who earn as little as
R2,500 per month, or even less in some cases. Credit cards and personal loans, often at or under the
Usury Act ceiling rate of interest, and replete with loyalty programmes and affinity offers, and
variable terms and conditions, pre-dominate in the market. An HML product just cannot compare or
compete on price, flexibility, brand appeal, or any other important metric of product or service
performance.
In mid-August 2006, Standard Bank of South Africa released its interim results. Relevant highlights
of those statements include:
“[Standard Bank] has grown its share of the credit card market to 36%, adding 1,3-million
new customers over the past 18 months….[T]he bank was targeting the living standards
measurement 4-8 market with credit cards. [I]t was the right product to “appeal to and
capture” the rising black middle class…. [P]rovisioning for credit card impairments showed
the largest growth, rising 44% to 6,52% of total advances…. Since December 2002 the bank
has grown its credit card debtors 250% to R14bn, while home loans had grown 155% to
R143bn…. Standard Bank’s credit loss ratio increased from 0,45% to 0,7%, taking its
corporate and investment banking division into account…. [P]ersonal and business banking
grew headline earnings 24% to R2,1bn”.23
Three key facts immediately jump out of these quotations. One, one of South Africa’s leading four
banks has clearly and aggressively targeted the low to moderate income band of South African society
with credit cards, as well as other credit instruments. Two, they have experienced dramatic increases
in credit risk and default behaviour in this market segment and these product lines. Three, despite this
huge increase in provisions, the rates appear far below the norm amongst HML lenders. And four,
even in the face of these otherwise enormous impairments, the bank still makes lots of money and its
overall credit risk profile barely worsened, in the context of a balance sheet approaching R1 trillion in
total value. Conversely, a knock like this to HML lenders would immediately put them out of
business.
The chart immediately below comes from the TUCB data set. It shows that at least 20% of existing
HML borrowers have a credit card. It also shows that those who have a credit card have a lower
propensity to default than those who do not, which, in turn, supports speculation that the banks have
been and will continue to select the relatively better risk clients in the same fields where HML lenders
now also trod.

23

Excerpted from, “Standard Plans Growth in Credit Card Market”, by Stephen Gunnion, Financial Services
Editor, Business Day, 17 August 2006. See Annex 8 for the full text of this article and the press release from
Standard Bank itself.
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Figure 14 Bankers in your backyard: credit card status of HML borrowers
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This slightly counter-intuitive and key point, which echoes in our analysis later, merits elucidation.
HML lenders are in a bind. To reduce the risks of default, they should try to lend to individuals who
have good credit records, within the target income bands. Yet, there is no justification whatsoever to
use State resources to lend to people who are getting and will continue to get perfectly well suited
credit from the formal financial sector. On the other hand, HML lenders substantially raise the
risk of default in their portfolios by lending to those with poor credit risk profiles (i.e. in this
instance, mostly those without a credit card), while also raising very serious questions as to the
developmental soundness of lending to someone who may not be credit-worthy because they are
already or will soon be over-extended financially. This leaves precious little market left in the
predominant income band of HML lenders today or them to make credit available.
FinScope TM 2005 data paint a similar picture, with 34% of HML borrowers in that sample having
now or in the past a credit card (See chart immediately below). In addition, we can see that 14.5% of
HML borrowers have and use both a credit card and a ‘store card’, issued by retailers like Edgars,
Sales House, and Woolworths.
Figure 15 Bankers in your backyard: Credit and store cards
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Perhaps even more intrusive into the HML market, the FinScope data indicate that 29% of HML
borrowers have or had a retail card; and that 23% of them have now and use both a store card and a
retail card. Retail cards have become very popular among furniture, hardware, and building supply
companies – the very same merchants that an HML borrower would go to, if they actually wanted to
use their funds for housing purposes.

Causes of Default – FINAL REPORT

17 October 2006

Page 45 of 100

Figure 16 Bankers in your backyard: retail accounts
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Very well informed sources in the industry have told the Consulting Team that as much as the banks
may appear to present competition to the HML lenders, the retailers present the greatest threat to their
existence. In general, the retailers have much more sophisticated and nimble credit and risk
management systems, procedures, and algorithms, which they have applied for a much longer time
than the banks have in the lower income brackets. In addition, their ability to link tangible products to
credit greatly enhances the value proposition. Also, since credit forms only part of their business
models than can afford to be and indeed are, much more aggressive in selling credit, since they also
can derive profits and mitigate risk through the sale of tangible items.

3.4 Credit Behaviours and Histories
The National Credit Regulator has been at great pains to exhort micro lenders to use the NLR and
other credit bureau. In part these admonitions stem from a belief that good credit information does
provide a robust view of the risk profile of a prospective borrower. The data uncovered in this study
directly supports that notion.
It would appear that since the Unifer and Saambou crises of 2001/02, micro lenders in general have
improved their credit checking, although the data analysed in this project have not allowed historical
comparison. TUCB records indicate that the number of court records for judgements has been
decreasing, but that the number of enquiries done on clients with court records has increased.
The graph immediately below first shows that clients with no judgements absolutely perform better
than those who do, yet 13% of the HML borrower client base has at least one judgement against them.
Secondly, the graph illustrates that after the granting of a housing micro loan, the propensity to
default nearly doubles. In other words, the propensity to default goes from the low to mid 20% range
to the mid to high 40% range. As with our previous analysis of observed and outcome behaviours, we
must caution against cementing a causal relationship between the issuance of a housing micro loan
and an increase in the likelihood of default. Nonetheless, it would appear irrefutable that taking on
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extra debt, once an HML borrower already has at least one judgement against him or her,
dramatically increases the likelihood of default.

Figure 17 No. of judgements in last twelve months (change in profile)
No. of Judgements in Last 12 Months (Change in Profile)
350.0%
300.0%
250.0%
200.0%
Relative Bad Rate

150.0%
100.0%
50.0%
0.0%
-50.0%

No Judgments
Last 5 Years

No Judgments
Last 12 Monts

1

2

3

Number of Judgements
Before HML

After HML

Change

The next graph may appear counter-intuitive – i.e. the more CCA accounts a person has, the better
their risk profile. Just above and in other sections, we have said that the addition of credit raises the
risk profile…. but, what kind of credit, we need to ask?
The trend line shows a very strong correlation between increases in the number of CCA accounts on
the bureau and decreases in the relative ‘bad’ rate. Indeed for the privileged few who have 10 or more
CCA accounts (i.e. credit cards, personal loans, revolving loan accounts, etc.), they show relatively
respectable ‘bad’ rates of less than 13%. This graph shows most vividly the substantially more
sophisticated credit risk management capabilities of the banks, retailers, and other non-micro loan
providers of credit. It also substantiates the view that they select the best clients from among the
HML borrower pool. More than half of HML borrowers are in the 4 riskiest categories on the lefthand side of the graph.
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Figure 18 Number of active CCA accounts vs. relative bad rates
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As with the earlier counter-intuitive argument, in respect of credit card behaviour and credit risk, this
relationship between HML borrowers and CCA profiles also merits extra attention. In short, HML
lenders are left with the bank, retail store, and other formal credit provider rejects – i.e. those
individuals to whom those other institutions do not deem credit worthy, and thus those with fewer
CCA account. Furthermore, this paradox adds very strong fodder to the argument about where State
resources should be spent. Those with more CCA accounts may or may not be over-extended, but
they certainly do not need a loan from HML lender – they can easily get much more competitively
priced and structured credit from any number of other sources. On the other hand, those with
relatively few CCA accounts may not be deserving of State resources either – why – because they are
not credit worthy.
This line of argument leads us directly into the most compelling information concerning the
relationship between past credit behaviour and HML borrower and lender risk profiles. Many posit
that banks have advantages in the loans business, because they have access to better collection
methodologies, stronger balance sheets, better reputations, etc. The Consulting Team resoundingly
answers, ‘No doubt!’
Perhaps most importantly (other than their collection advantages), banks have far superior credit and
risk management capabilities, and extremely powerful brands. FinScope and many other surveys
repeatedly demonstrate that people across any series of demographic parameters prefer to manage
their financial matters with a bank, particularly one of the ‘big 4’. In addition, the data irrefutably
show that past credit behaviour predicts future credit behaviour, i.e. those with judgements or
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worse CCA profiles24 are absolutely more likely to default than those without (see graphs below).
The trend line slopes of nearly 1 and the lack of any significant skew in the data points represent the
clearest correlations of any variables used in this analysis vis-à-vis credit risk profile.

Figure 19 No. of judgements vs. risk profile
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Figure 20 CCA Worst payment profile vs. risk profile
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This series of data tied to judgements and CCA records provides some of the strongest evidence in
support of not expunging credit records. Even now, but especially in the near term era of regulated
credit bureaux, relatively little if any prejudice, political factors, or other distorting factors should
24

CCA Worst Payment Profiles report show the CCA account per borrower that has shown the worst
performance within the period of analysis. So, a 1 would indicate having missed no more than 1 repayment for
any loan, a 2 would indicate having missed no more than 2 repayments for any loan, and so on.
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undermine the integrity of credit bureaux data. In other words, if someone has judgements against his
or her record, or they have fewer CCA accounts, it means that they carry a higher credit risk, not that
they have unjustly suffered the discriminatory practices of a ‘backward’ credit industry.
The implication for HML Lenders is clear: The banks and even more so retailers and other non-bank
providers of credit, which will always have superior credit and risk management processes, are
lending to and will increasingly lend to borrowers at or above about R3,000 with good credit histories
and steady jobs; and some, especially the retailers have demonstrated both appetite for and ability to
reach lower income groups and those without regular employment. In fact, the FSC commits the
banking fraternity to serving people earning as little as R1,500 per month. This will leave HML
Lenders with an ever shrinking pool of ‘good’ potential borrowers, and a remaining lot of inherently
riskier borrowers, who either should not receive any credit at all on the basis of their inordinately high
risk profile, or for whom the costs of the risk are so high that HML Lenders could not raise the price
sufficiently to cover that risk and cost, especially not under the new interest rate caps. In summary,
no credible development case exists for HML lenders to lend to people earning more than R7,500
per month; as this report will detail more thoroughly in the last section of this chapter, they largely
lack the credit and risk management skills and experience to lend to poorer clients than their main
existing market, especially not to those without a bank account; and in the R4,000 to R7,500
bracket where most HML lenders concentrate their lending, the banks and other formal financial
service providers will increasingly steal their market share, of course taking the best clients first,
and leaving the dregs for the HML lenders to handle.

3.5

Styles and Profiles

We return to the Financial Diaries to take an in-depth look at livelihood styles and profiles. The
livelihood profiles based on the predominant source of monthly income, which implies how people
make their living, proved the most useful for our analysis. The chart below would seem to define the
‘typical’ HML borrower, especially in terms of the “Regular Wage Earner” employment status and
average monthly personal income of about R4,000, along with the predominantly urban location
profile.
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Figure 21 Livelihood profile statistics (Financial Diaries)

Source: Financial Diaries: Focus Note: Styles and Profiles – The Connection between Livelihoods and
Financial Portfolios of the Poor

This first column of subjects has the highest level of Average Net Worth among respondents (except
for Formal Pension Recipients, which, in its small representivity, may be considered an outlier),
perhaps implying ownership of assets for collateral. Although we must also bear in mind the high
likelihood of limited liquidity amongst these assets. At the same time “Regular Wage Earners” carry
the second highest Debt Service Ratio, but still below what Financial Diaries and others consider as
the ‘over-indebted’ threshold of 20%.
On average they use about 14 financial instruments among transaction accounts, informal savings,
formal savings, insurance, credit, and provision of financial services (e.g. lending money to friends or
family). However, the Financial Diaries Focus Note in Styles and Profiles also said:
“These are the only households that appear to use two high-level formal financial
instruments: an employer provided pension or provident fund; and a store credit card… They
also frequently use the more expensive funeral plans, as well as a burial society… despite
their relatively better off status, they will still participate in informal borrowing and
lending…”
In fact, one man in this category, deemed typical for the overall profile, indicated that “…he would
rather borrow money than not make his payments to [his stokvel, which could easily pay out more
than R10,000, when his turn came up]”.
These insights lead to some potentially fundamental implications for HML lenders. First, they may
say something about what lenders must look for or assume exists, beyond what they ascertain from
the pay slip, when doing affordability tests. In addition, such behaviour may say something important
about the hierarchy of and commitments to various types of regular payments. To wit, it would be
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easy to see how loyalty to a stokvel, which would give you access to substantial cash when needed
and with minimal hassle, could outweigh a commitment to repay a loan for a house you are already
living in, and for which you have little fear of it being taken away.

3.6

The HML Lender’s Dilemma – Supply-side Synopsis

This chapter concludes with direct reference back to our 12-pillar framework for analysing HML
lender trends, traits, and characteristics. While much of the analysis has focused on HML borrower
risk, the causes and implications integrally involve the HML lenders too. As our core analytical
framework implies, certain borrower propensities may raise the prospects for default, but HML lender
behaviours often tip what otherwise might be a difficult client, into a terminal problem. The graphic
below summarises the general state of HML lenders.

Figure 22 The HML Lender’s Dilemma – Supply side view

An overall assessment of the lenders operating in the affordable housing sector would indicate a
disproportionate focus on backroom functions. This would appear to result from the short term focus
of many of the lenders. It may also be the result of resorting to areas of immediacy and comfort when
the business performance of the loan book deviates from acceptable levels. The founders of the
institution may also come from a background of skills described in the right hand grouping and have
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imposed this focus on the culture prevalent within the organisation. In addition, the Consulting Team
can draw qualitative links between the origins of many of the people and institutions still in the
market, and the early days wherein government employees as clients and access directly to their
salaries through the Persal system for loan collection, especially for housing loans, (outlawed in 2000)
were the norm.
Most HML lenders still focus inordinate attention on collections. The next chapter discusses the
preferred debit order issue that seems to have consumed so many in the industry, blaming the practice
mostly by the big 4 banks and the larger micro lenders for the preponderance of their default woes.
Based on interviews with well-informed individuals at TUCB and the NCR, this study has found
credible evidence of the practice, and it does contribute to default. However, this chapter has
powerfully shown that the inability to properly assess borrower repayment capacity and propensity,
coupled with an extremely weak product offering, as compared to the larger and more capable
players, mostly drive default levels. Whether or not the HML lender is first in line or last in line to
collect out of a borrower’s account; if there is not enough money for the person to meet all of his or
her obligations, then the fundamental problem is the client’s affordability and propensity to prioritise
certain obligations over others, not whether or not the HML lender (or anyone else) can lay claim to
his or her money before everyone else does.
Risk assessment and risk management, the centre grouping, is often perceived as requiring
investments beyond the means of small organisations such as HML lenders. This investment is
required in systems that provide the risk assessment and management information to the
organisations, as well as skills with which to apply that knowledge. It may also be seen as a set of
functions that are secondary to the more immediate requirement of “getting our money back,
something we know and are good at.” The benefit to be gained from the time invested up front in
these risk management functions is not always appreciated.
As shown in earlier sections of this chapter, data from the credit bureaux, especially insights into
judgements and CCA worst payment profiles, provide some of the strongest correlations between
credit risk and verifiable past credit behaviour. Most HML lenders say that they use the NLR or
other credit bureaux, but observed behaviour still indicates an uneven usage across various
lenders, with nearly 23% of the HML borrower accounts in our largest sample having no records
on the NLR. Of course, this may or may not say anything about whether usage has improved since
the Unifer and Saambou crises of 2001/02, but it does indicate insufficient, or at least inconsistent, use
of a very powerful risk management tool.
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Long term viability and sustainability, the left hand grouping, incorporates the more difficult and
vaguer management functions of predicting the future and making provision for an unknown future
state. These are difficult undertakings for management that is absorbed in the day to day performance
of the organisation. As such it would appear to receive too little attention in most of the lending
operations assessed. This has the result of not providing the necessary guidance and direction to
business planning over a shorter time horizon and, in turn, reinforcing the return to doing what we
know best – the backroom functions in the right hand category of the diagram.
Most have little, if any brand or presence in the market, even in their relatively small geographic
spheres of operation. This may stem from many reasons, but the Consulting Team posits that the
heavy reliance upon agents and third parties (i.e. loan officers, banks as disbursement and repayment
points, vendors of housing related materials, etc.) all dilute and sometimes pollute whatever brand an
HML lender might have established.
Furthermore, the reliance upon agents yields no demonstrable benefit in terms of ‘understanding the
client better’, and in fact often puts far too much emphasis on sales, and not enough attention on credit
and risk management. Couple that tendency with generally poor or at least inadequately robust credit
and risk assessment and management systems, procedures, processes, or skills; and it becomes nearly
impossible to imagine most HML lenders competing much longer in the same space with the banks,
retailers, and other credit granting organisations that play at quantum levels above the HML lenders,
but on the same pitch.
Earlier research into the HML lenders revealed very similar types and levels of quality in credit and
risk management policies. Most had some type of policy, either complete or in some draft written
form; although, as the chart below reveals, the heavy existence of partial working documents serves to
support the notion that far too few of them pay adequate attention to this absolutely core function.
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Table 5 Evaluation of HML Lender good practice
Good Practice Model
Borrower information:
• Product conditions
• Documentation
• Responsibility
Marketing:
• Strategy
• Material
• Responsibility
Loan product:
• Type of loan
• Loan size
• Repayment periods
• Interest rates
Eligibility:
• Who qualifies
• Documentation
• Application
procedure
• Consumer rights
Credit assessment;
• Document analysis
• Credit checks
• Benchmarking
• Procedures
• Responsibilities
Loan acceptance:
• Procedures
• Borrower acceptance

A

B

Working
documents
(partly)
• Loan
originators
• Marketing
manager

Working
documents
(partly)
• Loan
originators
Restructuring
marketing
function

Working
documents

Working
documents

Working
documents

Comply
partly
Working
documents

Comply
partly
Working
documents
Loan payout:
Comply
partly
• What documentation
Working
• Who approves
documents
Collections
Separate
policy
document
Arrears
Separate
management
policy
document
Source: Lenders’ policy and working documents

Lenders
C

D

E

F

Working
documents
(partly)
Other
documents
Well
developed
strategy

Working
documents
(partly)
Other
documents
Well
developed
strategy

Working
documents
(partly)
Other
documents
Well
developed
strategy

Working
documents
(partly)
Other
documents
Well
developed
strategy

Comply

Comply

Comply

Working
documents

Comply
partly
Working
documents

Comply
partly
Working
documents

Comply
partly
Working
documents

Comply
partly
Working
documents

Comply
partly
Working
documents

Comply
partly
Working
documents

Comply
partly
Working
documents

Comply
partly
Working
documents

Comply
partly
Working
documents

Comply
partly
Working
documents
Comply
partly
Working
documents
Separate
policy
document
Separate
policy
document

Comply
partly
Working
documents
Comply
partly
Working
documents
Separate
policy
document
Separate
policy
document

Comply
partly
Working
documents
Comply
partly
Working
documents
Separate
policy
document
Separate
policy
document

Comply
partly
Working
documents
Comply
partly
Working
documents
Separate
policy
document
Separate
policy
document

Comply
partly
Working
documents
Comply
partly
Working
Documents
Separate
policy
document
Separate
policy
document

Comply

It is a statement of fact that better lenders will have better loan books. The task of defining a ‘better
lender’ would be the subject of a complete dissertation; but for the purposes of this report suffice it to
say that better lenders tend to pay appropriate levels of attention to all three groupings in the 12-pillar
model above. For example, the chart below compares the predicted monthly income, total
instalments, and the differences between the two amongst five of the lenders (as mentioned in the
Introduction, some of the data from one of the HML lenders cannot always be used, since it
underwent a restructuring during parts of the period for which data were available). Lender ‘C’
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retains the greatest protection from default as a result of over-indebtedness, by maintaining the largest
net income (i.e. predicted income, less total instalments) among its clients.

Figure 23 Lender comparisons of predicted monthly income vs. total instalments

Lender Comparisons of Predicted Monthly
Income vs. Total Instalments
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The chart below drives the point home further. Based on a subset of the TUCB data, wherein the
Consulting Team could draw similar definitions of default across a sample of the lenders, HML
Lender ‘C’ (the letters used correspond to the same HML lenders in both graphs) clearly has a better
quality portfolio than its peers. Independent review by the Consulting Team, in addition to expert
commentary from RHLF and the NCR, corroborates a view that Lender C far and away represents the
best lender, in terms of its attention to the middle grouping of issues in the 12-pillars, as well as solid
performance on the right-hand side (the ‘back office’ functions), along with credible branding and
good strategic thinking, planning, and execution (i.e. the left-hand side). The ‘bad rate’ results
directly support those views.
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Figure 24 Comparison of bad rate among HML lenders
Comparison of Bad Rate Among HML Lenders
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4 Exogenous Factors
HML borrowers and lenders operate in a particular context, space, and time. They create influences
and face influences that cause them to behave in one way or another. This chapter highlights what
appear as the most relevant and influential factors, which impact upon HML borrowers and lenders
and which correlate closely to risk profiles. We deal first with policy and regulatory issues, then
move on to economic factors, followed by a sketch of social factors, and ending with inter-related
issues in the housing sector.

4.1

Policy and Regulatory

The National Credit Act will far and away hold the most sway from a policy and regulatory
perspective in the HML market. Its comprehensive addressing of lender and borrower conduct, new
institutions, interest rate regulation, newly coordinated and enhanced regulatory and supervisory
powers, and substantial protection, assistance, and education elements for consumers of all manner of
credit will dramatically change the landscape of credit provision in South Africa and change the way
in which all players approach the game. However, the NCA did not exist over the period analysed in
this report; and thus we must examine the actions of the market in the context of the old policy and
regulatory regime, but with an eye towards the future.
Almost every HML lender will tell you that his number one regulatory problem over the past several
years has been preferential debit orders. Most contend that they are a major cause of default because
HML loans are pushed further and further back in the payment queue. The TORs for this study
explicitly mentioned this as an issue for investigation.
Preferential debit orders do inordinately impact HML lenders and raise their risk of collection,
certainly relative to the banks that have controlled the debit orders. However, this masks the
fundamental issue, which is that far too many borrowers do not have enough income to meet their
regular monthly obligations (i.e. normal living expenses and debts). If there were enough money in
the account, then the place in the queue would be irrelevant. The percentage of borrowers that would
fall into the category of, for example, paying debt number 1, 2 and 3, but not number 4, is negligible.
Furthermore, the NCA outlaws preferential debit orders, effective 1 July 2007. Industry sceptics will
say, ‘…but those banks will still find a way of getting their money before me’. Perhaps this situation
will prevail in isolated cases, but with dramatically stepped up powers and growing cooperation
among the relevant regulatory and supervisory bodies (in particular the National Credit Regulator and
the South African Reserve Bank), only the most cunning or stupid would try to circumvent this new
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rule. And once again, we return to the main point of our thesis, namely, the risks arising from poor
credit vetting, sub-standard credit risk management, and over-indebtedness far outweigh, and indeed
precede inordinate focus on where one lender stands in the queue versus another.
HML lenders may face another challenge from the combination of a new capped interest rate
environment and higher costs of compliance with new credit laws and regulations. The regulations to
the NCA explicitly limit the structure of pricing and the actual pricing of all classes of credit.
Although both RHFL and NHFC have imposed their own limits on the interest rates and charges
levied by their retail clients to HML borrowers, the variability in calculations of some of those
charges, along with differences in effective interest rate calculation models, plus the inconsistent
accounting rules applied across the HML lenders leave open the question as to whether current
effective rates may be above or below the new limits. Even if current rates are in line with the future
caps, all HML lenders will have to absorb short and medium term, and perhaps long-term, increases in
costs. For most, use of the National Credit Register (essentially, a master data base of all credit
transactions in South Africa) will become compulsory. All will have to review and change forms,
train staff and agents, and make changes to varying degrees of fundamental business processes (e.g.
marketing and sales channels, loan application procedures, etc.). The new Act puts a heavy emphasis
on data retention, data management, and data access – all of which carry systems, people, and
additional overhead costs. Of course, the reader must keep in mind the implications of the already
inadequate credit and risk management skills and systems, and the investments necessary to improve
these aspects of HML lender businesses, in order to deal effectively with default risk. The impact of
capped interest rates and fees, combined with the implicit or explicit imposition of new costs, could
seriously jeopardise the financial sustainability of HML lenders.
The Consulting Team also must draw a connection between the implicit and explicit policy emphasis
from RHLF, NHFC, and others on the commercial viability of HML lenders, the nature of the lenders
themselves, and the risk profile of their client base. Both NHFC and RHLF have explicitly sought out
commercially oriented micro lenders for their incremental housing portfolios. They provide finance
to the HML lenders on near-commercial terms, in most instances, despite the complementary and
largely ‘free’ technical assistance and other similar services offered. This has pushed the HML
lenders to live by a very rudimentary arithmetic equation – namely, in order to achieve and sustain
profitability, the HML lender must disburse larger, rather than smaller loans, which, in turn, has
meant focus on a relatively more affluent client, within the R1,500 to R7,500 income bracket.
Although larger loans may yield a larger base over which to spread the same costs, and thus assist in
reaching profitability, the previous chapter showed that, from a risk perspective, neither larger nor
smaller loans / neither poorer nor richer people show a direct correlation to default risk. And
furthermore, the research suggests that the type of people who increasingly predominate in the middle
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and upper income brackets carry a higher default risk, not necessarily because of their income per se,
but because of other factors (e.g. competition from banks) that increasingly leave the less creditworthy individuals for HML lenders. Less attention on the application of State resources to marginal
cost reduction for commercial entities, and more attention on subsidising developmentally more
ambitious, but financially less risky ventures may yield better results all around.

4.2

Economic

None of the data support economic factors as a significant contributor to default. For example, none
of the FinScope TM 2005 HML borrowers indicated loss of job as a risk factor. This contrasts sharply
with the industry’s experience in the 1990s. However, over a period of relative economic boom, and
many fewer retrenchments, more new entrants into the job market, and other generally positive
macroeconomic trends, HML borrowers, given their predominant profile of monthly steady incomes
in the mid-1,000s and regular, formal jobs, have faced very little economic hardship – which is not to
say that many do not face financial stress, but that is a different phenomenon.
From the perspective of HML lenders, many have worked from the premise that housing micro loans
would promise a consistent flow of returning clients as they engage in the incremental housing
process. The Consulting Team posits that this will be increasingly less so, as banks, retailers, and
other non-bank financial intermediaries provide an increasing diversity of credit to those who are
credit worthy, and earn at least R3,000 per month, have a job, and a bank account (i.e. the
predominant market of the HML Lenders).
This is not to say that borrowers may not use other sources of credit to pay for incremental housing
related expenditures, but it does question what the comparative advantage of HML lenders per se is in
this emerging picture. Consider this scenario: A 20 year mortgage of R80,000 at 12% would yield
monthly repayments of R881, which would be about the same as a 12 month micro loan of R7,650 at
65%. The report on the upcoming pages, deals with a more fundamental question of whether low
income people even want long-term mortgage finance; but since some of the banks seem willing to
extend such loans to credit worthy people, one must ask – putting aside the availability of stock issues
for a moment – what kind of borrower would apply for a housing micro loan? Answer: someone
with a short-term perspective, who may not have a very good credit history, and does not want to face
re-possession if they default, i.e. a relatively riskier borrower.
Bringing the issue of availability and affordability of housing stock back into the picture adds to our
understanding of the HML borrower’s affordability dilemma and the HML lender’s competition
dilemma. FinMark Trust also supported recent research by Illana Melzer of Eighty 20 Consulting,
entitled, “How Low Can You Go? Charting the Housing Finance Access Frontier: A Review of
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Recent Demand and Supply Data”. Based on the Consulting Team’s reading of that report, we note
several reinforcing and nuanced findings between this work and that of Ms. Melzer, including:
•

This research found banks providing mortgages to those earning as low as R3000, with a good
credit record25.

•

Although the number of mortgages being disbursed is not enough to make much of a dent in the
housing backlog, it would appear that the solution does not primarily rest in fixing the mortgage
market per se – the data in this research show that if there is a credible house to finance, at an
affordable price, and the applicant has a good credit record, and he or she feels comfortable with a
20-year commitment, then a bank will give you a mortgage.

•

Obviously, each of those four conditions winnows the list down more and more to an eligible and
willing pool of potential borrowers.

•

If an applicant has a bad credit record, then for those remaining lenders that might be willing to
finance you, they obviously (based on our concrete analysis that past credit performance DOES
very accurately predict future credit behaviour) take on a demonstrably greater risk, which, under
the new NCA, will be mostly unsustainable (short of massive subsidies to grant credit to people
who probably should not have it in the first place).

•

Not only do such audacious lenders take on additional risk, but based on our analysis of overindebtedness, as well as Ms. Melzer’s view of the market (See the graphic below), it would
appear that lenders probably do not do many of those borrowers any favours, since they are
probably very much on the financial precipice. In other words, many in the target market may
need a house, but they certainly cannot take on debt to finance it, because they barely earn enough
income now to pay for existing debts and living expenditures.

25

The official FSC monthly personal income target range for housing is R1,500 to R7,500.
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Figure 25 Poverty indicators (FinScope™ 2005)

Source: Illana Melzer, “The access frontier for housing finance in South Africa: How low can you go?”, 28
March 2006

For those with a good credit record, but who may not feel comfortable committing themselves to 20
years of steady income at or above their current levels, then they may seek shorter term credit to buy
smaller houses, or they may try to obtain repeated credit to build incrementally (or they may rent).
For those with good credit records in this sub-segment, the banks, retailers and non-bank financial
institutions continue to demonstrate their willingness to give people credit cards, lines of credit, and
overdrafts, which outshine any micro loan in any metric of performance imaginable, e.g. size, price,
fungibility, acceptability, brand, etc. – which brings the analysis back to the question of why anyone
would still want a housing micro loan. The only remaining answer is people who have a short-term
view (or who are too old), who are in much less stable employment, who have a less than stellar credit
record, and / or who are trying to game the system (i.e. they do not fear any repossession from a
relatively lowly HML lender, and thus have a higher propensity to take the money and run).
These findings require the addition of at least two important nuances – one somewhat negative, the
other more positive. If the economy turns down seriously, and South Africa returns to the days of
large and consistent retrenchments, this factor could loom large again among the reasons for default.
Also, bear in mind that 20 years is a long time for people without a history of long-term financial
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commitment, stable family histories of income, and generational experiences of social / family /
economic stability to take on such a huge and daunting commitment. They may earn R6,000, R8,000,
or even R10,000 or more per month; but they have just started earning at those levels, and are
probably in many cases, the first to ever do so in their families. Policy makers and those at the coal
face should consider whether such individuals would dash out at the chance to make a 20 year
commitment to handing over 30% of his or her salary.
To our knowledge, only one HML lender, in our sample of six, services pensioners. Although
contrary to the usual logic, this might represent a ripe, developmentally sound, and manageably risky
sector to target. In short, aside from the steady and assured nature of their monthly income, which, in
turn, improves the chances of monthly repayment, it is clear that pensioners are a financial bed rock of
the poorest families, and as such, through them many social benefits spread, including better housing.
In addition, they tend to manage their money very conservatively and seem to make not only
generally rational, but also smart decisions about how / when / where to spend or invest their little bit
of money. Of course, they will not always invest in housing, but if policy-makers can find a way of
softening their penchant for 'targeting' and show a little less leakage phobia, they may actually be able
to support sound development, including, but not solely focused on, housing. Because of their core
role in the poorest households and their propensity to manage finances conservatively, the ‘leakage’
from loans given to pensioners is qualitatively different and developmentally better than employed,
urban, males, for example.

4.3

Social

With the economic good times have come social pressures from friends, family, and the marketing
media in general to (over) spend. Compounding and feeding the pressure to spend is the increasing
access to very fungible, very appealing, substantial levels, and multi-source font of credit from banks,
retailers, and other shops.
A recent national research project, called the “Black Diamond” study26, estimated the total black
middle class at some 2 million strong. The study estimated that this segment of the population is
responsible for about R130 billion (or 22%) of the claimed annual R600 billion in cash buying power
that all South Africans have.
The research project identified four segments within this emerging black middle class:

26

Unilever Institute of Strategic Marketing, University of Cape Town, March 2006.
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•

“Established”: Mainly 35 to 49, married with school going children, this comprises nearly
800,000 people. Within this segment two sub-segments were identified:
o

Those preferring the status quo – the oldest group, preferring township roots (but 18% do live
in the suburbs), and have average monthly personal incomes of R 6,900.

o

Those with a future focus – the most affluent group (average personal monthly incomes of
R10,000), this group has a greater propensity to invest in property and be more financially
active and also has the highest car ownership. A third live in the suburbs.

•

“Young families”: Typically have young children, half are single, a third live with their parents
and comprises about 440,000 people. There are again two sub-segments:
o

Those preferring the status quo: strongest township roots, lower levels of education, average
personal monthly incomes of R3,400.

o

Those with a future focus: better educated, mostly in full-time employment, highest
propensity for financial risk and interest in suburban property. Average monthly personal
income of R7,200. 81% still live in townships.

•

“Start-Me-Ups”: Youngsters starting out on their own, are mostly single and childless.
Comprising some 430,000 people, there are two identifiable sub-groups:
o

Those preferring the status quo, predominately male, mainly resident in townships with
average personal incomes of R4,700.

o

Those with a future focus, generally better educated, with full-time jobs and average monthly
personal incomes of R6,000.

•

“Mzansi Youth”: Primarily young, single students with low incomes, living with their parents.
Comprising some 350,000 these are very optimistic with clear plans to further their education.

In terms of this research, the “Young families” profile most closely matches many predominant
features of the HML borrower base, especially in terms of their income profile and marital status.
Unfortunately, from a credit risk perspective, an important differentiator is, “…highest propensity for
financial risk…” The analysis in this report would indicate that HML lenders have little to no chance
of attracting “Established” black diamonds, and in any event, many in that bracket would not meet the
developmental criteria linked to income. The research showed generally low levels of disbursement
to people under 30 years of age (only about 14% of the largest sample of TUCB data and about 21%
in the FinScope TM 2005 data), and credit policies of many HML lenders place younger borrowers into
higher risk categories. However, if HML borrowers can overcome their generally misguided
perceptions about the risky nature of youth per se, and look more comprehensively at the factors that
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correlate more closely to risk, then some prospects may exist in the “Start Me Up” and “Mzansi
Youth” markets. On the other hand, these markets tend to be very brand-aware and brand-sensitive,
not to mention very appealing to the banks and other credit pushers – thereby putting a serious onus
on HML lenders to up their game, or watch from the bleachers.
On a decidedly sober note, while none of the FinScope TM 2005 HML respondents cited the loss of a
job as a risk factor, 38% did site death as a risk factor. The Consulting Team can only speculate on
this issue, but this figure may reflect the increasing impact of HIV-AIDS.
Research from the Medical Research Council of South Africa would seem to hint at an impending
crisis, with gathering momentum. The graph below highlights the ‘hockey-stick’ like upsurge in
HIV-AIDS deaths that the country may only just now be starting to see. In short, as of 2005 and
2006, South Africa has only begun to experience the dramatic levels of death from HIV-AIDS to
which the pandemic has been building. Insurers have developed and deployed new products to
mitigate the financial impacts of HIV-AIDS. Larger financial institutions, with more sophisticated
credit and risk assessment techniques and more resilient balance sheets may withstand this crisis.
However, it is difficult to foresee HML lenders surviving this sort of dramatic shift in death trends,
especially when increasing proportions of their clients will likely come from the economic and
financial margins of highly ‘at risk’ populations.

Figure 26 HIV-AIDS prevalence & death projections (1990 to 2010)
HIV-AIDS Prevalence & Death Projections (1990 to 2010)
9,000,000

1,600,000

8,000,000

1,400,000

7,000,000

1,200,000

6,000,000

1,000,000

5,000,000

Number of People

800,000

4,000,000

600,000

3,000,000

400,000

2,000,000

200,000

1,000,000
-

1990

1995

2002

2006

2010

49,000

1,203,000

6,558,000

7,697,000

7,252,000

Cum. AIDS Deaths

242

16,817

688,428

2,387,587

5,237,867

Total AIDS Sick

394

19,519

453,352

1,049,742

1,393,926

Total HIV+

Number of People

-

Source: Medical Research Council, South Africa

Causes of Default – FINAL REPORT

17 October 2006

Page 65 of 100

4.4

Housing Environment

The Borrower Survey indicated that many people ‘struggle’ on a monthly basis to pay all of their
bills. For example, only 67% in the Borrower Survey indicated that they pay their loans “Every
Month”. Banks do unfairly use their dominant market positions to prioritise repayments to them over
others, and hopefully the AEDOS / NAEDOS27 solutions, as well as new legislation in the NCA and
Payment Systems Act will put a stop to this.
Nonetheless, the major underlying risk remains as over-indebtedness – the data clearly show that for
Total Instalments to Predicted Income percentages above 50%, the risk profile becomes dramatically
worse; and bear in mind that more than a third of HML lender clients are in the higher risk profile
brackets. Housing definitely yields serious social and economic benefits, but in the South African
context, it also comes with enormous financial implications, many times beyond what intended
beneficiaries and clients can afford.
The same paper by Ms. Melzer, cited earlier, illustrates that 53% of the FSC target market is ineligible
for mortgage finance. In addition, the banks acknowledge that the most of their mortgage lending has
targeted the top of the FSC range. The spiralling costs of construction and housing materials have put
decent housing product outside of the financial reach of many lower income South Africans. By and
large, these problems will not be fixed by fancier credit and risk management mechanisms. Rather,
improving the choice of and access to various forms of alternative tenure, linking more people to
viable economic opportunities over the long term, inculcating a culture of savings, extending broad
knowledge of responsible household financial management, and improving transparency of
information especially at the borrower / lender nexus, among other initiatives, should all demonstrably
enhance the low-income housing market’s credit risk profile. Many of these challenges are not
housing issues per se, but unless they are tackled and solved, no amount of credit will deliver on the
housing promises.
These facts highlight a potentially major disjuncture between the nature of these most vexing
problems in today’s housing market for low-income individuals, and some of the major tools
supported by the State to facilitate low-income housing delivery. Specifically, NHFC and RHLF have
been the custodians of billions of Rands of State resources, focused almost entirely on the financing
27

AEDOS is the Authenticated Early Debit Order System. Key features include: Designed for micro lenders;
Authenticated by borrower using card and PIN; Deductions happen on bank account level; No reversal on funds
received due to mandate; Card and PIN transaction can be stopped, while active bank account deductions will
continue; and Designed for fixed instalment amounts. NAEDOS is the Non-Authenticated Early Debit Order
System. Key features include: Designed for bank own payments and insurance companies; Mandate obtained
by agreement with no card and PIN; Amounts collected can be reversed; and Instalments may vary such as
annual insurance premium increases.
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(i.e. credit mostly) of housing for low-income people. Yet, even if the HML lenders that act as their
conduits can improve their portfolio quality, the low-income housing market will still face a plethora
of arguably more important barriers to sustainable housing delivery, thereby in turn, raising serious
questions about the efficiency and effectiveness of continued funding by the State of RHLF, NHFC,
and the HML lenders. Furthermore, in light of the preponderant evidence that many, more competent,
larger, and more diverse financial service providers have targeted the same market as HML lenders
with better products that can just as easily service household housing needs, as well as any other
needs, again, the arguments are weak to justify State resources for funding activities and markets
increasingly better served by the private sector.

Thus, only three real options appear to remain for NHFC\, RHLF, and the HML lenders. One,
they must radically change their business models and chosen tools of housing intervention (i.e.
away from facilitation of credit provision to approaches that directly impact on housing and
construction costs, or facilitate better financing options from the private sector). Or two, they
must substantially shift their market focus downward to poorer households, earning R3,000 and
less and not having a formal job. Or, three, they must choose some combination of these first
two options. Otherwise, there would appear to be only the most marginal case for spending
further State resources on their perpetuation.

Causes of Default – FINAL REPORT

17 October 2006

Page 67 of 100

5 Straw Man Analysis
In order to synthesise and consolidate the risk profiling, the Consulting Team has applied the
technique of creating ‘Straw Men’ – in other words, composite sketches of borrowers in a particular
context, interacting with a lender, which yields a prototype of the combination of factors that most
directly lead to default. Practically, no one individual will likely exhibit all of the indicated traits, nor
will all of the contextual or lender elements remain in place all of the time. Nonetheless, the
empirical data analysis yielded sufficient evidence that large segments have enough of these
characteristics in sufficient proportions to identify them as demonstrably more risky than others who
do not show these traits.
We use the Financial Sophistication Measurement (FSM) methodology, first introduced in this paper
in the chapter, “Supply-Side and Demand-Side Analysis”, as our anchor in the analysis, because by its
very nature, it provides a composite picture of an individual’s traits, relative to financial matters. As
such, it forms a robust foundation upon which to describe the many factors that combine to make one
type of person, in one type of situation, dealing with one kind of lender more or less prone to default
than someone without that unique set of circumstances.
In general, the FSM data raised some interesting issues. The chart below compares FSM Tiers to
Personal Monthly Income from the FinScope TM 2005 data. Keep in mind that FSMs, unlike LSMs,
do not necessarily correlate directly to income. As this report and others have shown, relatively poor
people can be very shrewd with their money, while many richer people can sink into abject
profligacy. The level of sophistication in the way people deal with their financial matters does not
necessarily reflect their income.
Overall, more than 91% of HML borrowers fall into FSM categories 4 and above, but none appear in
the highest FSM 8. This raises interesting questions about developmental impact, since it may be
reasonable to assume that those supposedly providing developmental financial services should target
individuals that face greater problems in the financial services markets. However, the most
interesting finding, in respect of default risk emerges in the middle, circled section, of the chart.
Many of the individuals claiming to earn between R3,000 to R3,999 and R6,000 to R6,999, as well as
all of the individuals claiming to earn between R8,000 and R8,999 per month fall into the FSM 4 tier.
The plurality of all borrowers (30.53%) fall into this tier. More importantly than the basic tier,
detailed analysis of this segment reveals that the main reason that they are in this tier and not a higher
tier is because of low financial knowledge and control scores. This provides the point of departure for
our first Straw Man.
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Figure 27 HML – Personal income vs. FSM
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‘Lending and Borrowing on the Cusp’ highlights a series of risky behaviours that are precipitated
mostly by the educational deficits, and in particular, lack of financial experience, among people in the
lower to middle segments of the borrower market. These borrowers have many characteristics that
are analogous to FSM 4s (See the general description below.) They tend to earn roughly R2,000 to
R3,000 in monthly personal income. The come from among the ranks of low level or relatively new
entrants to the job market. This profile comprises about 30% of the HML borrower market.
The Consulting Team devised the term, ‘Cusp’, because the borrowers tend to be on the lower edge of
the income bracket where most HML lenders tend to serve, and because they have just entered the
margins of the formal work environment. Thus, they reside on the cusp between eligibility and noneligibility for housing micro loans, as predominantly offered today. Also, examine the predominant
age and gender characteristics, and remember the earlier analysis around the slight but potential
advantage that women have over men, in terms of their tendency to better manage less money.
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Figure 28 FSM 4 – Meet Mrs Mhlongo

FSM 4 – Meet Mrs Mhlongo
More likely to be:
More likely to be:

Psychographics

■ No bank nearby – access issues
■ Currently saving for food and funeral

■ Live in urban formal dwelling
■ English and Zulu for financial
documents

costs

■ Most interested in joining a National
Savings fund

■ Sometimes gone without cash income
and medicine

■ Sometimes feel unsafe from crime in

More likely to be:
Banking Status

■ 90% are “currently” banked
■ 79% have an ATM card

■ Black or coloured

■ 60% have a savings/transaction account
■ 15% used a savings book at the bank in

■ 30 – 44 years
■ LSM 5 - 6

■ 14% have had a loan from friend or

their homes

the past

■ Female
■ Earn R500 – R3999 per month
■ Works full time in the formal sector

family in the past

■ 25% have a store card
■ 15% funeral policy and 18% burial
society

* Based on skews from the norm

23

Source: FinScope TM 2005

They show a propensity to debt traps, but not debt spirals. In other words, individuals in this
composite are highly susceptible to over-indebtedness, due to an imbalance between high access to
credit and relatively low levels of personal financial management experience; but they retain the
slightly more conservative practices of their slightly poorer ‘cousins’ (and their former selves, prior to
entry to the formal job market and formal employment). Therefore, they have a lesser propensity to
borrow their way out of a financial jam, and rather cut back on expenditures until the financial storm
passes. They also seem to have fewer family and societal demands on them financially than higher
income individuals.
Turning now to the ‘Triggers of Default’ or exogenous factors, note the interesting combination of
high credit access, including 25% having a store card of some kind, and propensity to save and set
money aside for emergencies, if not investment. The lack of affordable and decent housing product,
most directly affects this client group. They can least afford larger loans, but may try to qualify for
them, in order to buy more or better materials, in turn, raising their credit risk.
Drawing from our earlier analysis of HML lenders through the 12-pillars prism, several of their
general traits complete the third side of our model. Perhaps most glaring and important, the lack of
adequate credit and risk management systems, procedures, and skills dramatically undermines their
ability to assess the informal and semi-formal financial obligations that play a large part in the lives of
these borrowers in the R2,000 to R3,000 bracket. Agents of HML lenders, who often have the only
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face-to-face contact with the borrowers, have neither the skills nor the inclination to investigate credit
and other financial obligations that may never appear in formal credit bureaux. This inadequacy
directly leads to higher credit risk – not because the borrower per se is riskier, but because the HML
lender does not and perhaps cannot apply the appropriate risk management and product interventions
to mitigate the risk. Furthermore, pressure to become and sustain profitable performance may put
undue pressure on HML lenders to make larger loans to individuals, who really should receive less
credit.
The graphic below captures all three of these elements in the form of our core analytical framework.
The confluence of factors mentioned creates the risk profile, not any single element. Borrowers
earning between R2,000 and R3,000, but with less overall access to credit may pose less risk. An
HML lender that applied a more hands-on approach to credit and risk assessment may discover the
fuller financial profile of the same set of people in a given income band, and thereby better tailor a
product to meet their needs, and ultimately realise a better repayment rate. And so on… To repeat,
the credit risk profile arises from the predominant and concurrent presence of all or at least most of
these factors in a given time and place, not from the existence of a single factor.

Figure 29 Risk profile 1: Lending and borrowing on the cusp
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Thus, as posited earlier in this report, although Borrowers in this scenario have lower incomes than
the norm among HML borrowers, Cusp Borrowers are not riskier because of their relative income
poverty, but because of their relative knowledge poverty. They tend to default because they get
themselves into unfamiliar financial situations (as new entrants to the formal financial sector), and
because their households have greater exposure to and less cushion against shocks, like death. Yet,
they remain fairly conservative in their financial management.
For our ‘Cusp Borrowers’, better borrower education, and probably some product redesign (especially
in terms of risk assessment), could improve the risk profile. The typically inordinate focus among
most HML lenders on collections would miss many of the important and generally positive attributes
of ‘Cusp Borrowers’, such as their relatively higher propensity to save, which call for more attention
before loan disbursement, not after. In addition, the high and increasing prevalence of non-bank
credit may suggest some ideas about credit management (in terms of what to look for when accessing
the credit bureaux), as well as about branding and delivery channels.
We have labelled our other Straw Man as ‘Over-extending Aspirations’. Of the two composite
sketches, this is the most dangerous, because it focuses on the middle to upper income band in which
most HML lenders focus, and because many of the factors contributing to default lay in major societal
trends that do not easily lend themselves to fixes instituted by individual credit providers.
The HML borrowers in this Straw Man closely fit the FSM 7 profile (see the two charts immediately
below), and earn about R4,500 to R7,500 per month. They come from among the ranks of mid-level
clerical to low-level entry professionals, and comprise about 25% of the HML market. Their ranks
include a higher proportion of men, and they tend to live mostly in urban areas.
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Figure 30 FSM 7: Meet Mr Jones

FSM 7 – Meet Mr Jones
More likely to be:

More likely to be:

Psychographics

■ Close to all amenities
■ Feels alive and energetic
■ So far is satisfied with what has achieved in
life

■ Feels that their main financial risk is theft,
fire or destruction of household or property
as well as theft of vehicle or car

■ Most likely to pay accounts with cash
■ Falls into lower tiers FSM 5 - 6 for financial

■ White
■ 30 - 59 years
■ LSM 7-10
■ Earn R2000 + per month
■ Male
■ Married
■ Works full time in the formal sector
■ Head of the household

discipline

More likely to be:

■ Lives in an urban formal area or a majority city
■ Matriculated
■ English or Afrikaans for financial documentation
* Based on skews from the norm

40

FSM 7 – Meet Mr Jones
continued…
More likely to be:
Banking Status

■ 100% “currently” banked – highest credit!
■ 33% have a home loan currently
■ 11% have a personal loan from a bank and vehicle finance through bank
■ 51% store card and 19% store loyalty card, 14% retail store account
■ 51% funeral policy with big institution, 16% cover from current employer
■ 48% car and 42% household insurance, 25% home owners’ insurance, 14% cell phone
insurance

■ 56% life insurance policy, also have disability insurance and education policy
■ 35% retirement annuity and 27% pension fund
■ 52% medical aid, hospital plan and medical insurance

* Based on skews from the norm

41

Source: FinScope TM 2005

The exogenous or trigger issue highlight the most troubling factors. This market shows a high
propensity for debt spirals, defined as an increasingly rapid downward spiral into debt oblivion, as
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they try to pay off existing debts with new debts. They are hyper-exposed to credit, and face
inordinately high societal and family pressures to consume and be the financial core of the extended
family. They are the heart of the prized ‘emerging (black) middle class’. While financially more
‘sophisticated’ than most of the market, their financial discipline is weak and constantly under
pressure.
Over 50% of these individuals have store cards, 33% have a mortgage, 12% report having a personal
loan from a bank, and 17% claim to enjoy the convenience of vehicle finance. These attributes echo
the earlier arguments about the penetration of the banks and non-bank financial service providers into
this prime Financial Sector Charter space. They also exhibit another trait of over-indebted individuals
– i.e. high usage of insurance, with 51% having funeral policies, and 56% having life insurance.
Anecdotal evidence from highly trusted sources indicated to the Consulting Team that over-selling of
insurance may be the greatest formal contributor to over-indebtedness.
Many of the behaviours and traits of HML lenders exacerbate these negative circumstances. Financial
pressure to make larger loans to make profits undermines credit risk. In addition, their generally poor
branding and strategy, combined with inflexible and unattractive product features (i.e. price, term,
fungibility), hurt them most in this relatively more affluent market, where not only do they want the
prestige and benefits of formal banking and other credit services, but there are more and more keenly
competitive financial service providers willing to extend such services to these people. Poor
monitoring of changing financial status by HML lenders, in this hyper-credit-exposed market only
heightens the credit risk further.
We used the term ‘Over-extending Aspirations’, because of the exorbitant access to credit, combined
with very low propensities to save among the HML borrowers in this segment, coupled with
inordinate societal pressure to spend and emulate the ideal of the emerging middle class, which forces
many to stretch beyond their means. They are expected to and they do aspire to much greater things
than their parents had, but the nature of their family and cultural circumstances, combined with the
flimsy and aggressive sales culture of the HML lenders causes them to stretch far beyond their means.
The graphic below captures this deadly mix of factors.

Causes of Default – FINAL REPORT

17 October 2006

Page 74 of 100

Figure 31 Risk profile 2: over-extending aspirations

The solutions to deal with this Straw Man will be harder to come by, short of HML lenders just
staying away. Unlike their ‘Cusp’ compatriots, ‘Over-aspirant’ borrowers show few redeeming traits,
in terms of credit risk – the low levels of financial discipline raise particular concern. On the other
hand, to the extent that an individual in this bracket may demonstrate financial conservatism, or at
least control, the banks and other formal providers of credit can and will amply and happily meet all
of their credit needs – thereby, leaving HML lenders with no really viable market opportunities.
Meanwhile, the societal pressures and norms in this segment show no signs of abating. Dr Cees
Bruggemans, Chief Economist at First National Bank, said in his weekly comment, published on 20
September 2006, and titled, “The Euphoric Abyss of Consumer Confidence”:
“These consumers either expect their real income gains, new employment gains,
redistribution gains and credit access to continue unimpaired, and/or they may simply not
have such dire expectations as to what changing global and financial market conditions may
imply for their future well being…. [A] large majority of South African urban consumers
expect their finances to improve in the coming year, and don't seem to fear what the year
ahead may hold in store”.
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6 Conclusions and Recommendations
The report now draws to a close, by highlighting five different over-arching conclusions and
corresponding recommendations. Our central thesis, informed by the findings and analysis presented
thus far, becomes evident in the graphic depicted immediately below. A focus on the demand side
most clearly reveals the dilemma faced by HML lenders. The pyramid divides the market into six
monthly personal income bands, from a low of less than R1,000 to a high of more than R10,000. In
the middle two brackets, coloured yellow and gold and capturing the heart of the current HML market
between R3,000 and R7,500, the shading to the left indicates those HML borrowers in their respective
income brackets who have progressively worse credit risk profiles. The grey text boxes describe in
summary the key issues arising in each of the brackets.

Figure 32 Monthly gross personal income pyramid

The profusion of formal and relatively cheaper credit that banks and non-bank financial organisations
have provided in increasing volumes to employed individuals with salaries at or above R3,000 begs
the question of why housing micro lenders need to exist. All of the banks and other financial
institutions can and do lend to people on the right-hand side and towards the middle of the two
income brackets covering the R3,000 to R7,500 range. In fact, the banks especially have explicit
semi-voluntary incentives and mandates to target people in these income bands with all sorts of
financial services, including housing loans, because of their Financial Sector Charter targets. For
those to whom they do not offer housing loans, the banks and others have heartily moved to offering
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credit cards, personal loans, store cards, lay-bys, instalment plans, hire purchase, and numerous other
permutations of credit, some of which may go towards housing related purposes.
Lending to people in those income bands on the left hand side of the graphic makes no business sense
for HML lenders and largely does a dis-service to the HML borrowers, by putting them into debt that
they cannot afford to repay in many instances. Coupled with generally poor and uncompetitive credit
and risk management capabilities, HML lenders do not have the tools to manage this higher risk on a
sustainable basis.
Developmentally, moving upmarket is untenable. There is no justification for State resources to
finance provision of loans to people earning above R10,000 per month, and only the most marginally
bona fide rationale for State-supported lending to anyone in the R7,500 to R10,000 bracket.
HML lenders can improve brand, strategy, and risk capabilities and performance. Yet, they will
always fight a losing battle on all of those levels with the big banks and formal retailers, who are
chasing the same clients with more appealing credit products. In addition, although HML lenders
may be able to limit leakage and force borrowers to apply the loan to the prescribed purposes, this
approach mostly satisfies perceptions of having to meet a stated policy goal, rather than encouraging
sound development. Arguments about the need for housing historically disadvantaged South Africans
aside, those same individuals can and should be able to exercise their own minds and priorities to
apply financial resources in the most rational way for them at a particular time in a particular context.
So, no one should fear fungible forms of credit, when handled responsibly by the lender and the
borrower.
For current survival and future growth, the only path remaining is down to people earning less than
R3,000 per month and / or those without a formal job. HML lenders will face less competition, the
markets are larger and not as well serviced, and risk profiles are manageable.
Lending to poorer people without a regular, full-time job would increase the operational costs and put
pressure on income of HML lenders. The lower segments tend to have fewer bank accounts, less
permanence of residence, and require smaller loan amounts. In turn, HML lenders would have to find
new marketing, sales, disbursement, and collection channels. They would have to implement more
nuanced and different risk management procedures. Most likely, staff, systems, and other core
operational elements would have to change. However, with the right products, this client base has a
lower risk profile than the pre-dominant market targeted by the HML lenders now.
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The data indicate that most people have more income to draw on than what may appear in personal
income and expenditure affordability analyses. This report also makes the point that if HML lenders
are going to consider serving poorer clients, they will have to incorporate assessment of semi-formal
and informal financial (debt and otherwise) commitments into their business processes. To the extent
that HML lenders continue to serve the middle and upper brackets of the target market, they need to
update their affordability reviews, post-disbursement, since that segment of the market has such high
propensities for credit activity and exposure.
Government, the wholesale institutions, and the HML lenders do have an opportunity to do better and
‘do good’ under the rubric of the ‘sustainable human settlement’ policy. As opposed to the pure
‘housing’ approach, this revised policy may provide a starting point from which developmental
lenders may provide products that consumers actually value, rather than trying to fit them into a predetermined box. Such an approach would allow lenders to customise products to market demand,
rather than to policy edict, and therefore mitigate the risk posed by forcing people to lie about the loan
and mis-apply it, which, in turn, raises credit risk. Furthermore, by broadening the scope to include
the funding of activities that contribute to the overall well-being of households, development lenders
can better diversify risk across products, different kinds of borrowers, and link their financial services
to support services that improve the environments in which their clients operate.
Particular to the low-income housing finance market, the explicit policies and actions and the implicit
expectations that push commercial viability have cornered NHFC, RHLF, the HML lenders, and other
key stakeholders into institutional and financial boxes. The Consulting Team heartily advocates a
deliberate strategy of achieving financial sustainability and modest profitability over a reasonable
amount of time. Yet, such desires must find balance with equally dire needs for developmental
impact, experimentation, price moderation, and other developmentally sound business practices,
which often militate against commercial viability in the short-term. The preponderance of
commercial micro lenders in the NHFC and RHLF portfolios attest to the path greatly pursued by the
wholesalers. In turn, no one should wonder why the products, procedures, systems, skills, and almost
any other measure of an HML lender looks, walks, and talks like a typical micro lender.
While many HML lenders have signed on to the developmental goals of the national housing policy
and the wholesalers, few exude the same passion for impact that they have for profit (or at least the
pursuit, if not the actual attainment, of profit). The disproportionate focus on collections stems
directly from their histories in the old Persal environment. In turn, they have not developed the skills,
systems, procedures, etc. to play the credit and risk management game – rather, most are still best
equipped to play the collections game.
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We end this chapter with some good news: Holding borrower and environment factors constant,
better lenders have better loan portfolios. Contrary to some prevailing notions that poor people in
tough situations present insurmountable credit risks, the data in this report and observations of the
behaviours of many lenders puts paid to this view.
Despite the generally gloomy picture portrayed in this report, South Africa can point to some relative
success stories, or at least promising ventures, in the low-income housing finance space. Annexes 6
and 7 offer brief case studies of two very different, but exemplary organisations having an impact and
yielding good performance results.
First, we profile Lendcor, one of RHLF’s strongest clients, based in Kwa Zulu Natal and
predominantly trading there and in the Eastern Cape and Mpumalanga Provinces, but with operational
reach throughout all nine of South Africa’s provinces, as well. In many ways, on the surface, Lendcor
fits within the typical mould of HML lenders described in this report, but as the case study reveals,
they have generated markedly better results, mainly through the implementation of credit and risk
management systems, procedures, and skills that mimic those of the most competitive retailers in
South Africa.
The Kuyasa Fund, based in Cape Town, offers a nearly complete departure from the typical HML
lender described in this report. It is an NGO. It applies a ‘savings first’ financing methodology.
Most of Kuyasa’s clients do not have steady, wage employment. Yet, the organisation can show
impressive impact results and steadily improving financial results.
Both of these stories provide a glimpse of what the housing microfinance world could look like… but
only with very radical change to the status quo.
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7 Areas for Further Study
Despite the relatively comprehensive nature of this report’s empirical study, it cannot definitively
answer all of the detailed questions that may be required to foment the radical overhaul advocated.
Thus, three specific lines and types of inquiry arise as ways to obtain the depth of information still
missing.
Firstly, the Consulting Team would recommend conduct of high-quality qualitative research,
especially to discern some of the psycho-social elements that influence borrower behaviour. This
additional research should also delve further into decision-making patterns and influences within poor
households, taking into consideration all sorts of parameters from gender relations, to financial
strategies and planning the future of the children. By looking at repayment rates for different kinds of
monthly obligations, this report has proposed some possible reasons why housing micro loans seem to
lag in importance to nearly all other debts. Furthermore, we can surmise on the basis of the findings
from several studies how people perceive and respond to brands, along with the more tangible
elements of financial services offerings. However, only focused qualitative research will reveal the
depth and nuances necessary for effective policy making and substantial operational change.
Secondly, a team of experts should review a representative sample of actual bank statements, pay
slips, and bank transaction records. We need to know more about the preferred debit order fracas and
the apparently rampant sale of insurance and credit cards. The industry also must obtain a better
understanding of consumer credit paths, i.e. the sequence of access to various forms of debt. HML
lenders seemed to have been ‘tipping’ borrowers into the formal credit markets, after which banks, in
particular, would then also offer credit. However, it would appear that this trend is in flux, with the
banks, but especially the retailers and specialised consumer credit companies, going directly after
what has been the heart of housing micro loan territory.
Looking at detailed transaction records would help to determine whether any discernable pattern of
banks following micro lenders into the market has developed, or whether the bank lending is more
random. Also, a thorough empirical analysis of the actual performance of the AEDOS and NAEDOS
solutions may help to draw a clear picture of whether they actually fix the preferred debit problem.
Thirdly, we must learn more about the nexus among access to public services (i.e. water, electricity,
etc.), payment for those services, housing delivery, and housing finance. This study could only draw
on one statistical data base (the Borrower Survey) and some qualitative comments from sector experts
to construct any analysis around this issue, thus leaving the need for more robust empirical study.
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Part of the reason for the lack of data stems from the fact that municipalities do not yet provide
enough quality information to the credit bureaux to ascertain payment and default performance for
those accounts. In addition, the data available to the Consulting Team did not have sufficient
granularity to discern differences between and relationships among payment of municipal rates and
taxes, access to subsidies for such amenities, and credit behaviours. We do know that payment for
basic services ranks only below food, in terms of monthly prioritisation of monetary commitments.
Thus, understanding that phenomenon could open minds to new ways of supporting housing delivery,
not just financing low-income housing, especially in the context of the Breaking New Ground and
Sustainable Human Settlements policies of DOH.
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Annexes
Annex 1 – Terms of Reference
1.

INTRODUCTION

In mid-2005, the FinMark Trust, the Rural Housing Loan Fund, the Development Bank of Southern Africa, the
National Housing Finance Corporation, and TransUnion ITC commissioned a study into the causes of default on
housing loans among low income borrowers. The objectives of this study were three-fold.
•

First, the funders wish to understand the diverse causes of default with respect to housing loans, to
understand and quantify their relative significance, and to identify the specific factors that create these risks
in the lending (or borrowing) environment.

•

Second, in establishing this understanding, the funders wish to develop a series of interventions,
including recommendations for lender credit policies and a credit scoring mechanism that will assist
with the long term management and mediation of the various causes of default to the benefit of increased
repayment rates among low income clients and improved lending terms for such clients.

•

Third, the funders also wish for a series of recommendations to be developed for how the institutional
and regulatory environment in which housing financiers operate might be ameliorated to overcome
some of the causes of default. To this end, special attention should also be given to pending legislation
including the Consumer Credit Bill and the regulatory framework that is likely arise as a result of these
interventions.

A terms of reference guided the study and is attached as Annexure 1. A consultant was appointed to undertake
the research. However, in February 2006, after receiving submission of the Final Report, the Steering
Committee concluded that the research had not been completed to their satisfaction, and agreed to terminate the
contract. As a result, the Steering Committee is now looking for a consultant to take on the data and research
already completed, and use this to draft a final report that responds directly to the three objectives outlining
above.
This document sets out the process as it has unfolded to date, and provides a terms of reference for the new
appointment. This terms of reference must be read in conjunction with the original terms of reference which
still stand.

2.

RESEARCH CONDUCTED TO DATE AND CONSEQUENT BRIEF

The methodology is set out in detail in the original Terms of Reference. The various tasks undertaken so far are
set out below. Comments on the current status of these items and the terms of this current brief are noted in
italics:
o

A brief review of available relevant literature and documentation: While the literature review has been
undertaken, it is not framed elegantly in response to the study question: what are the causes of default of
borrowers of non-mortgage loans from non-bank lenders?

o

Review the overall loan book of the various lenders and select a sample of the defaulting clients: The
overall loan book of the participating lenders was given very scant analysis. To this end, TransUnion ITC
has offered to undertake a full loan book analysis of the participating lenders – outside the scope of the
budget for this Terms of Reference. The consultant would need to engage with TransUnion ITC to (a)
provide the necessary datasets and (b) define the scope of the analysis.

o

MFRC data could be simultaneously accessed as a comparator to that received by individual lenders: A
review of the NLR database was not undertaken and should be. The MFRC has agreed to participate in
this. The consultant would need to define the parameters of this investigation. For instance, the NLR
database should provide an indication of the extent of credit taking by the defaulting sample after the loan
in question was granted.
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o

Lenders would provide data on defaulting clients: Basic data was provided, however, the previous
consultants did not seek additional detail as might be included in the lenders’ hard copy files. The previous
consultants failed to cross tabulate the lender’s report of the borrower’s status and the borrower’s own
report of whether they were defaulters or not.

o

The consultants would seek ITC reports on the default sample: This has been done, but is quite limited –
TransUnion ITC recommends doing the analysis on the full loan books of the participating lenders.

o

With this information, the consultants would then conduct individual borrower interviews, probing why
and the conditions under which the default happened. About 800 interviews were conducted in two stages –
a face-to-face interview followed up by a telephonic survey with some of the original respondents, with
questions that had been forgotten in the first interview. The steering committee is concerned with:
o The validity of the sample, given the two stage process. Can the responses accessed in the
telephone survey be trusted? If a borrower noted as a defaulter said he was in fact not a defaulter
– is it possible that the remaining results cannot be trusted?
o The distribution of the sample. It had been agreed that the consultants would constitute their
sample with 70% defaulters and 30% non-defaulters. It is not clear if this was achieved and the
linkage between the lender book and the respondent declaration needs to be determined.
The steering committee suggests that the borrower survey be corroborated with the TransUnion ITC
analysis of the lender book. The consultant must address the shortcomings and draw on the findings of the
borrower survey in the most pragmatic way possible.

o

The data analysis should result in the relative quantification of the various causes of default, and to the
extent possible, the costs of such causes: this was not done. The Steering Committee is especially
concerned with this. Specifically, the original ToR set out various categories of default which were not
interrogated. Explicitly, administrative causes of default were not identified. This should be established by
the analysis of the NLR and TransUnion ITC databases.

o

A comprehensive analysis of the policies, procedures and protocols implemented by lenders in respect
of their home loan business. While this was done, it is uncritical. The consultant might need to follow up
the existing research with telephonic interviews with the lenders concerned. The Steering Committee will
facilitate the necessary access.

o

Interviews: interviews were conducted and documented. The consultant will need to review this and
supplement to the extent that critical questions have not been analysed.

o

Final report which addresses and incorporates comments received. The final report should also include
recommendations for:
o A credit scoring mechanism to assist lenders in determining the servicing requirements of
their clients. This should link with credit bureaux benchmarks to the extent possible.
o Administrative and institutional changes with respect to the various stages in the lending
process, such as for instance, loan origination, collections, servicing, arrears and default
management, and so on. The issue of consumer education should also be given
consideration.
o Regulatory interventions as might be thought necessary, including commentary on
pending legislation and the impact this might have.
This final report was not done to the satisfaction of the Steering Committee. A detailed
comment was provided to the previous consultants, which formed the basis for the
termination of their contract. This will be provided to the consultant as a guideline of the
Steering Committee’s expectations. Critically, the final report MUST set out exactly what the
causes of default are, and address the question of the credit scoring or risk profiling
mechanism, specific issues relating to lenders’ business models, and regulatory interventions.

o

In addition, the consultant would be expected to present the findings of the research at one or two public
functions to be agreed: this hasn’t been done yet, and would be expected as part of this contract.
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The previous consultants have already submitted the following:
Document
Final Report (138 pages, including
comments)
Annexure A: Literature Review
Annexure B: Lender Survey

Annexure C: Borrower Survey
Annexure D: TransUnion ITC analysis

Annexure E: Follow up borrower
survey
Annexure F: In depth borrower survey
Data

3.

Comment
Poorly written, doesn’t address the study question.
Lacking a structured argument that responds to the study question:
what is the cause of default.
Undertaken and documented, but uncritical. Lender responses need
to be tested against borrower responses – and vice versa. Lender
responses need to be challenged with identified causes of default –
identifying cause and effect.
Lacking cross tabulations – analysis done without an overall
conceptual framework. No comparison of defaulters vs. nondefaulters – actual status of respondents not confirmed.
Not integrated in the final report. TransUnion ITC committed to do a
more thorough review – this should lead the current assignment. ITC
will need about a month to undertake the analysis. (no budgetary
implications, other than consultant time to review ITC report)
Needs to be integrated (if possible?) with borrower survey.
Interview of nine defaulters – quite interesting as a qualitative
analysis
In word and some other data set – not clear how this will be
analysed… will require some work.

FUNDING

The original budget for the study was R438,596.49 (excl VAT). Thirty percent of this (R131578.95 excl VAT)
remains for the current assignment.

4.

TIMEFRAME

The final report should be released within 2 months of contract signoff. Since it is envisaged that the work
would be contracted and commenced on or before 30 March 2006, this means that the final report is expected by
early 30 May 2006.

5.

QUERIES

Questions or comments in respect of this terms of reference should be directed to; Kecia Rust, FinMark Trust,
kecia@iafrica.com.
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Annex 2 – HML Borrower Detailed Monthly Income Analysis
As the section on income demographics explains, each of four sources used to complete a composite
sketch of income provided a slightly different picture of that amounts that HML borrowers earn on a
monthly basis. This annex offers a bit more insight into what each of the sources indicated.
As shown in the chart immediately below, the FinScope TM 2005 survey suggested that among the
172,309 HML borrowers in that research (the largest sample of HML borrowers among our four data
sets), about 67% of them had personal monthly incomes of R4,000 or less. All but just under 10% of
the HML population in FinScope reported monthly personal incomes of under R7,000.
Furthermore, the reported income profile fits very neatly into the R7,500 and under personal monthly
income bracket that HML Lenders, which receive support from NHFC and RHLF, must target.
Nonetheless, some of the loan size and affordability analysis presented in the report, along with the
different personal income profiles shown in the other three sources of data, raise doubt as to whether
the proportion of those earning under R4,000 per month, according to FinScope, might not be more
than the actual figure.

Figure 33 HML Borrowers – Personal income distribution
HML Borrowers - Personal Income Distribution
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The graph immediately below would lead one to believe that no more than about 14.5% of HML
Borrowers (based on the largest TUCB data sample size of 8,241 borrowers) – as compared to the
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67% claimed in the FinScope TM 2005 information – earn less than R4,000 per month. In addition to
this relatively high proportion of higher income individuals, the TUCB Income Estimator posits that
over 17% of HML Borrowers earn above R10,000 per month.

Figure 34 TCB data predicted personal monthly income distribution

ITC Data Predicted Personal Monthly Income Distribution
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These figures merit some caveats and possible explanations. In general, the Consulting Team feels
that these Predicted Income levels are higher than what people probably actually earn for two reasons.
One, these numbers reflect the raw calculations of Predicted Income, whereas TUCB itself often
adjusts downwards by a factor of 15% to derive what they believe would represent a more accurate
estimation. And two, among myriad other factors, the algorithm uses credit trends, including the
credit limits for accounts on the bureaux records. As such, the model incorporates some bias, even if
only small, to push up income, since the model would assume a certain relationship between income
and maximum limits. Especially in the context of low and moderate income HML borrowers,
affordability greatly drives the risk profile, and the high levels of default lead to the logical
assumption that people may not earn as much as what the TUCB data would predict.
Not enough data exist to determine the real accuracy of the percentage of those supposedly earning
more than R10,000 per month. However, the figure should not necessarily cause alarm, albeit the
Consulting Team would posit, for the same reasons noted above, that the figure is probably higher
than reality. NHFC and RHLF have a mandate to ensure that the HML lenders focus on those earning
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R7,500 or less per month. However, policy does allow some disbursement to slightly higher income
individuals. Furthermore, housing micro loans sanctioned by the wholesale institutions do not
comprise the entirety of the loan portfolios of the HML lenders; and thus, individual HML lenders do
extend loans to people above the notional ceiling of R7,500, in theory at least, using capital other than
that from the development finance wholesalers.
The Borrower Survey (see immediately below) used different income bands, but based on the bands
used and cross-referencing to data on loan size and affordability, the Consulting Team estimates that
30% of the borrowers in the sample (sample size 743) earn R4,000 or less per month. Interestingly,
the Borrower Survey reports a much tighter cluster of borrowers supposedly earning between R1,501
and R6,000 per month, comprising nearly 90% of the total sample, than the relatively more even
distribution shown in the TUCB sample, or the slightly more erratic pattern from FinScope.

Figure 35 Borrower Survey – personal income distribution
Borrower Survey - Personal Income Distribution
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The latest full year of impact monitoring reporting from RHLF paints another different picture. They
use a different measure of personal monthly income, namely, ‘Net Income’, which for an employed
person means all regular salary, plus bonuses and emoluments, less statutory deductions. Thus, in an
attempt to align other gross personal income data in this report to RHLF’s definitions, it may be
appropriate to add15% to 30% to the ‘Net Income’ figures shown below. In turn, this might mean
that among the HML borrowers of RHLF’s clients, maybe two-thirds of them have gross monthly
earnings of R4,000 or less, a figure roughly in line with the FinScope TM 2005 data.

Table 6 Loan distribution by RHLF clients
Loans disbursed from 1 April 2005 to 31 March 2006 reported under Housing Impact Monitoring report.
Client's Net Income Pct. Of Loans Disbursed Cumulative
< R 1500 p.m.
20.6%
20.6%
R 1500 - R 2500 p.m.
22.0%
42.6%
R 2500 - R 3500 p.m.
18.9%
61.6%
R 3500 - R 6000 p.m.
26.3%
87.9%
> R 6000 p.m.
12.1%
100.0%
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To add further depth to the income analysis, the Consulting Team also analysed household income
data from the Borrower Survey and FinScope TM 2005 (neither TUCB, nor RHLF collect household
income information). The Borrower Survey reported that 66.8% of the sample had household
monthly income of R7,500 or less. Meanwhile, FinScope TM 2005 reported that 66% of that sample of
HML borrowers had household incomes less than R7,000 per month. (See the two charts immediately
below.)
Figure 36 Borrower survey – HH income profiles
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Figure 37 HML Borrowers – Monthly household income profile
HML Borrowers - Monthly Household Income Profile
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By comparing the answers to questions about personal income and household income (questions 1D1
and 1D2) in the FinScope TM 2005 survey, we can begin to extrapolate some correlations between the
two. No precise pattern emerges in looking at the chart below, but the highlighted areas do indicate a
relatively substantial set of cases wherein individuals seem to often double their monthly income, and
in a few cases, even triple it.

Figure 38 Comparison of personal to hh income per month (FinScope™ 2005)

Comparison of Personal to HH
Income Per Month (Finscope 2005)
PERSONAL INCOME
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Household Income
No income
R1 - R499 per month
R500 - R999 per month
R1 000 - R1 499 per month
R1 500 - R1 999 per month
R2 000 - R2 499 per month
17,078
14,908
6,581
R2 500 - R2 999 per month
R3 000 - R3 999 per month
21,609
36,369
R4 000 - R4 999 per month
R5 000 - R5 999 per month
R6 000 - R6 999 per month
12,858
R7 000 - R7 999 per month
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12,979
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17,854
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Annex 3 – Some Thoughts on Indebtedness from Ms. Daryl Collins
(18 May 2006)
I use a sub-sample of 152 households from the original 180 households in the sample that weren’t
subject to either attrition or just really suspect data. Out of those 152, there are 37 households that
have an average monthly debt service/income ratio of above 20%. The table above gives some basic
data for those 37 households.
Indicator
Total number of households
Average household debt/equity ratio
Average age of hh head
% male
% female
Average monthly income
Average monthly income per capita
Average net worth
% grant
% regular job
% remittances
% business
% pension
% casual
% high income
% low income

Result
37
29%
52
65%
35%
R3,209
R1,101
R108,725
43%
46%
8%
0%
3%
0%
49%
51%

The debt/equity ratio is a stock variable rather than a flow variable, like the debt service to income
ratio. You would normally expect this to be fairly high for your average middle class household,
reflecting a house and mortgage bond, say. But for these households, the debt levels are quite low
compared to the value of their assets. However, it’s important to keep in mind that these assets are
not easily liquidated, like homes in townships or rural villages.
Most of the time, the indebtedness will come from the household head, so it’s helpful to look at
household head details, like gender and age. The average age of the head of highly indebted
households is about 52 and more highly indebted households are male than female. However, it’s
important to keep in mind that the debt is not always held by the head of households and it would be
important to look at this at the individual level in conjunction with the household data.
One thing that is fairly striking is that indebtedness doesn’t seem to be income specific. The average
monthly income is R3,209, which is quite high, as well as the income per capita (per household
member). And the net worth is also quite high. Below this, I split this sub-sample into the source of
most of the income. Most highly indebted household are either grant receivers or regular job holders.
However, keep in mind that this reflects the overall split in the entire sample.
The last two lines reflect the percent of this sample that is “high” income versus “low” income. I use
the income per capita mid-point to define which household falls into which category. So the high
income households are those with monthly income per capita greater than R658, and the low income
households are those with monthly income per capita less than R658. What is interesting is that it
seems that the highly indebted households do not systematically fall into one group or the other.
This leads me to believe that there is a piece of understanding indebtedness that we don’t understand –
it’s not purely income levels, or access to credit. I didn’t measure psychological factors, which might
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provide us with more concrete answers to what is important in determining whether households can
manage debt over time. Questions like this should be included in further research.
Can households move in and out of debt?
Definitely. Households cross this threshold of 20% debt service to income ratio all the time. Many
are quite like the example below, which is an older woman who relies on a grant, but her daughter
died and she had to contribute to the funeral. So she borrowed from the local spaza shop. As you can
see before she borrowed for the funeral at the end of June, she didn’t have an out-of-control debt
service. But after the funeral, she tightened her belt substantially to pay the debt off quickly, so her
debt to income ratio spiked for a few months.
This makes me think that, yes, households can get out of debt over time, or rather, high indebtedness
might not be a persistent thing but rather a transitory thing. We’d have to have data for longer time
periods to see if this is really true.

LPSP02 - Monthly Debt Payments as % of Income
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Annex 4 – Lendcor Case Study
The Lendcor story
Lendcor began operations in 1989. Based in Durban, their target market is nationwide and their
systems and operations are designed around this reach. The Lendcor business model is captured in the
Vision Statement as below.
Vision and Positioning of the company
For Lendcor to become a household name in the retail finance market, specialising in financing home
improvements, through a network of building supply merchants.
This Vision Statement is further detailed in the Mission which expands to embrace the social aspect of
their business and the role played by staff in achieving that Mission.
The Lendcor Mission







To economically empower previously marginalised individuals.
To unlock the full potential of the affordable housing sector, by providing retail finance products,
to meet the needs of the clients.
To provide added value to our clients, through alliances formed between Lendcor and other
housing service providers, including developers, building contractors and material suppliers.
To provide outstanding levels of service to our clients.
To be the customers preferred choice for building material finance.
To provide a secure, congenial working environment for staff.

How the business has changed over the past year
Approximately three years ago, Lendcor purchased Solitaire, and the name of the consolidated
company was changed to Lendcor (Pty) Ltd. Since then they have made a concerted effort to move
the focus of the business from that of a perceived micro-lender, to that of a retail finance company.
To improve their risk assessment process, Lendcor applied for and were granted membership of the
CCA, which provides the company with access to all the positive and negative data from the private
and public domains on the bureaus. They also have access to the Emperica scorecard version 3, fraud
score and other allied products.
To position themselves as a retail finance house, one of the first considerations was to relocate and
upgrade their business premises. The image of the offices is now more in line with that expected of a
retail finance company. The working environment is in line with that of Lendcor’s major
competitors’.
The operations and functioning of the company have been enhanced through the clear definition of
functions, roles and responsibilities.
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Table 7 Lendcor financial data and some key indicators
Housing Impact Report - Lendcor (Pty) Ltd

Total Amount of RHLF Loans since the first was disbursed
Total Number of RHLF Loans since the first was disbursed

70,759,988
26,090

Usage of Current RHLF
Disbursements
Repeat/Return Clients
Government Subsidy

Clients with Previous Housing Loans - Number of Loans
Combination with Government Subsidy - Number of Loans

Loan Usage

New House - Number of Loans
House Extension - Number of Loans
Improvement - Number of Loans
Basic Services - Number of Loans
Others - Number of Loans

7,339
4,151
1,011
1,381
15,709
7,522
456

Demographics of Current RHLF Disbursements
Gender of Client

Male Borrowers - Number of Loans
Female Borrowers - Number of Loans

12,563
13,527

Client's Employment

Private Sector - Number of Loans
Public Sector - Number of Loans
Self-Employed / Informal - Number of Loans
Farm Workers Included in Above – Number of Loans

16,479
8,907
661
38

Client's Income Bands

< R 1500 p.m. - Number of Loans
R 1500 - R 2500 p.m.- Number of Loans
R 2500 - R 3500 p.m.- Number of Loans

9,546
6,448
10,092

Average Loan Size
Write-off rate (since 2003)
Total Number of Loans in Gross Advances Balances as at 30th of June 2006
Total Gross Advances as at 30th of June 2006

R

2,712
6.1%
24,174
R 28,793,224

Collection strategy
Lendcor has over 4000 collection points around the country. These are all First National Bank,
Standard Bank, ABSA Bank, and Shoprite, Pick ‘n Pay and Post Office branches as well as the debit
order facility. They send out monthly statements which accommodate all the collection points.
These collection points provide for total convenience to the customer from a location and time
perspective as the Shoprite and Pick ‘n Pay collection points are open 365 days per year.
The collection process is managed by a full collection department. This includes a Legal Department
that issues summons in instances when this becomes necessary.
The Lendcor collection strategy is to only collect one installment. In the event of a customer moving
into arrears their debit orders are set to only debit the account with one installment; the arrears will be
collected with any penalty interest at the end of the contract.
Analysis of the performance of the Lendcor book to date indicates an anomaly within the sector of
cash payers. The reason for this section of the book not performing in line with other collection
methods was that the Lendcor Information Technology system did not have the ability to alert the
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company to the fact that the installment had not been paid. This has been addressed with the new
Information Technology system that has been deployed.
Marketing
Previously, marketing was only done at grass roots level. Lendcor as a brand was introduced in
December 2003. The acceptance of the brand is being achieved through various means including;
• Direct marketing using pamphlets and packets.
• Regular advertising on radio and in newspapers.
• Weekly promotions are held at merchant stores during which a jovial atmosphere is created and
prizes are awarded.
• Direct contact and communication into the existing Lendcor customer base.
• Static displays are supplied to partner stores to create credit awareness.
• Leaflets are provided to merchants. The merchants hand the leaflets to contractors who buy
materials from them. The intention is that this will empower the contractor to bring a client to the
merchant to obtain credit and increase the potential of job creation.
• Carrier bags have proved to be a highly effective marketing tool, and the merchants insert the
flyers into the bags for distribution.
• A branded cheque book system is a promotion tool aimed at the sales person employed by the
merchant.
Lendcor has established relationships with the main players in the building material supply market
nationally but with a specific focus on the coastal regions of KwaZulu Natal and the Eastern Cape.
This has been achieved through franchise chains as well as with independent merchants.
‘Above the line’ advertising is conducted through both print and radio campaigns. The print
component is in conjunction with two daily newspapers whose target market corresponds to that of
Lendcor. The radio campaigns are run regularly with three community stations via flighted
advertisements as well as talk show involvement.
The impact of the refocus can be appreciated when one considers how the merchant base has
welcomed Lendcor into the market as a direct competitor to Consumer Credit. There is evidence that
Lendcor’s branding is starting to be recognised in the market place. Another pleasing achievement has
been the gathering momentum as more government bodies involved in housing are making contact
directly with Lendcor or through intermediaries.
Lendcor has promoted the introduction of new products which have an environmentally friendly
impact such as solar energy for the heating of water and a sanitation system that does not use water,
and does not require chemicals. This contributes to the environmental awareness of Lendcor’s impact
in their target market areas.
A recent innovation is the “Spaza project”. The aim of this project is to deliver cheaper quality
buildings more conveniently to rural communities.
The Process
o
o
o
o
o
o

The spaza owner pays a deposit to Lendcor.
On a 2:1 ratio ( R 1 000 deposit buys you R 3 000) stock is purchased.
Lendcor pays the hardware merchant who delivers the stock chosen by the spaza owner to
the spaza.
The spaza owner repays the loan to Lendcor.
These are revolving credit loans and Lendcor encourages owners to pay each week as interest
is calculated on the balance owing each Friday.
The Lendcor consultant visits the spaza weekly and counts the stock and verifies selling
prices and ensures that the business is running properly.
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How Have We Done It and Progress to Date
o

o

The Inanda Valley, a rural area situated approximately 30 kms from central Durban, was
chosen as the test area for several reasons.
o Proximity to the Lendcor office.
o A conveniently sited hardware merchant.
Lendcor employed a sales consultant who interacts with the spaza owners and other parties in
the valley. The concept has been well received with a lot of interest being shown. To date
Lendcor has signed up five spazas. Two have begun the trading process.

Challenges
o
o
o

o

The most serious challenge is something over which Lendcor has no control.
The most sought after commodity by the consumers and therefore also the spazas is cement.
Currently in KwaZulu Natal, there is a critical cement shortage.
The partner hardware store receives a very small allocation of cement and is not able to
supply all the spazas. Clients are then reluctant to take other materials if they can’t have
cement.
In early 2007 NPC are commissioning a new cement factory and there should be adequate
supply.

Human Resources and Staff Development
The management of Lendcor believes that a motivated staff is essential for a successful business. To
this end all salaries have been adjusted to be market related. All Lendcor staff members are given the
opportunity to attend relevant BankSeta courses. Lendcor has been awarded bronze status in the
BankSeta’s Micro Finance Skills Project. In some instances key staff members have been assisted
financially with study costs.
Lendcor has recently embarked on the Investors in People Programme supported by the Department
of Labour through the BankSeta. ‘Investors in People’ is an international standard which sets a level
of good practice for improving an organisation’s performance through its people.
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Annex 5 – Kuyasa Case Study

The Kuyasa Story
Established in 2000, the Kuyasa Fund is a non-profit microfinance institution specialising in the
provision of housing loans for new housing or housing improvements to low-income households with
secure occupational rights. The Fund grew out of a need for additional financing for South Africans
who had qualified for the state housing subsidy. Kuyasa works in townships across Cape Town, all
characterised by informal housing, low and erratic incomes, a high percentage of women-headed
households and poor service delivery.
The Kuyasa Vision
Kuyasa aims to create sustainable households and communities. We do this through facilitating
access to housing finance as a tool for improving well-being and supporting the development of a
financial sector for the poor. We believe that the poorest of the poor are credit-worthy, and that
through mobilising savings they are able to build financial and social capital.
The Kuyasa Mission Statement
In order to meet our vision, Kuyasa provides microfinance services to those with secure
occupational rights who are excluded from formal finance, because improving the quality of
housing adds essential social value and because no other appropriate sources of housing finance
are available to low-income households.
The rapid growth of an active micro-lending industry in South Africa has been an influential trend
over the past ten years, but the vast majority of South Africans still have little meaningful access
banking services. This economic exclusion is impacting on housing delivery in a number of ways:
•

The construction of subsidized houses that are generally small, of inferior quality and socially and
environmentally unsustainable.

•

A lack of formal investment in housing due to high service charges and red-lining by banks.

•

The lack of an effective housing market; meaning subsidy recipients often sell their houses at
below market value as buyers cannot access finance for a fair sale.

Kuyasa’s Activities
Kuyasa works at the lowest end of the housing finance market, with low-income clients earning an
average income of R1600. Their clients are drawn from those who qualify for a state housing subsidy,
and at present loans are targeted solely for use in the housing process. Housing situations currently
undertaken by Kuyasa include:
□ The provision of housing on serviced sites.
□ Non-subsidy-linked and non-project-linked housing loan products.
□ Improvements and extensions to RDP housing.
□ Hostel redevelopment.
Kuyasa clients save in groups for six months; with the maximum loan they can be granted limited to
three times their savings, up to a maximum of R10,000. Interest is set at 32% and the longest
repayment period permitted is 30 months. Clients can take further loans once they have repaid their
first loan.
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Delivering Value
In the space of five years, the Kuyasa Fund has scaled up rapidly, in the past year alone disbursing
more loans than in their previous four years of existence combined. Kuyasa measures success through
both household and institutional sustainability, with a strong focus on impact at the household level.
Kuyasa has disbursed over R23 million (US$3.3 million) to 4,885 clients, 74% of whom are women.
All Kuyasa clients earn under R3,500 (US$573) a month, with 60% earning under R1,500 (US$245).
The average family size of the client base is five people, meaning that the loan book has potentially
impacted positively on the lives of 20,240 people.
Using their Kuyasa loans, clients build houses ranging in size from 36m2 to 60m2 in Kuyasa projects.
This is in contrast to contractor-built subsidy housing which averages 23m2. Research shows that
Kuyasa clients use their loans for new homes (57%), extensions (23%), for improving thermal
efficiency (16%), and for finishes (4%).
In addition to these tangible results, Kuyasa believes that they have also contributed a model for using
microfinance to integrate social delivery, challenging existing microfinance and banking paradigms,
and providing a link between formal finance and low-income populations.
Kuyasa’s outstanding loan balance is R8.9 million, with write offs currently at 5%, cost recovery at
55% of total expenses and as at December 2005, Kuyasa was meeting 79% of their operating
expenses.
Towards Sustainability
The financial sustainability of Kuyasa clients is a major concern and Kuyasa’s departure point was to
develop a micro finance strategy and product that met the needs of their clients while ensuring the
best possible repayment rates. This means that Kuyasa’s clients pay interest on their loans, which is
set at levels below the rates of formal banking institutions for comparable loan sizes in less risky loan
markets. They manage this risk through a strong presence within the communities serviced, with field
workers ensuring good repayment rates. The Kuyasa approach has therefore been to develop the
products, strategy and institutional capacity required to serve this market, and then to drive the
volumes necessary to serve it cost effectively.
Kuyasa uses wholesale loan finance to finance loans to clients, rather than using grant funding. This
method ensures that Kuyasa is financially sustainable, reducing dependency on donors and ensuring
the ability to continue financing low-cost housing into the foreseeable future by accessing commercial
loans from the banking sector. Kuyasa are currently in negotiations to secure such funding. They
anticipate reaching full sustainability within the next two years (2008).
The Kuyasa concern with sustainability has primarily been focused on client household sustainability
before that of the Kuyasa institution and operations. They have explicitly sought to target their
services at women who head their own households, as well as pensioners and the informally
employed, as these groups have traditionally been excluded from formal finance. They consider that
the benefit of their loans is extended to the households of their clients, on average comprising five
people. An investment in housing is also an investment in a community and promotes the upliftment
and social cohesion of neighbourhoods. Kuyasa believes that this unquantifiable advantage is as
important as the financial benefits of their loans.
Adapted from “Information for Potential Funders”, the Kuyasa Fund 2006
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Annex 6 – Statements on the Interim Results (through June 2006) of
Standard Bank
Standard Plans Growth in Credit Card Market
Stephen Gunnion, Financial Services Editor
17 August 2006
Classic Business Day transcript: Standard Bank earnings up 17%
STANDARD Bank plans to keep growing its share of the credit card market, despite a rise in credit
impairments as rates start climbing.
In its results for the six months to June, released yesterday, Standard Bank showed strong growth in
credit card lending as it targeted the emerging black middle class.
It has grown its share of the credit card market to 36%, adding 1,3-million new customers over the
past 18 months, Peter Wharton-Hood, CE of personal and business banking said. “The increase in
market share there is in direct line with the business strategy which we designed and continue to
implement.”
Wharton-Hood said the bank was targeting the living standards measurement 4-8 market with credit
cards. He said it was the right product to “appeal to and capture” the rising black middle class.
In its retail book, provisioning for credit card impairments showed the largest growth, rising 44% to
6,52% of total advances. The loss ratio on credit cards could rise even further as the group continued
growing this book, CEO Jacko Maree said.
Impairments on credit cards are normally higher than on other loan products such as vehicles and
mortgages. Overall retail credit provisioning rose to 1,02% from 0,85%.
Wharton-Hood said the growth in the bank’s retail lending assets had followed a sustained trend over
the past four years.
Since December 2002 the bank has grown its credit card debtors 250% to R14bn, while home loans
had grown 155% to R143bn.
Standard Bank’s credit loss ratio increased from 0,45% to 0,7%, taking its corporate and
investment banking division into account.
After recoveries at corporate and investment banking last year, Maree said this division had returned
to more normal provisioning levels.
One analyst said that while the sharp rise in credit provisioning was slightly out of kilter with the
other banks that had already reported back for the six months to June, it was not necessarily bad news
as it was in line with the bank’s longer term objectives.
“Standard Bank is there sooner, which is not surprising given the growth they have shown,” he said.
“I would just like to know that there is nothing fundamentally different in the quality of their (lending)
books to the other banks.”
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For the half-year, Standard Bank grew normalised headline earnings 18% to R4,87bn. This was driven
by a 17% rise in headline earnings at its corporate and investment banking division to R2,2bn, while
personal and business banking grew headline earnings 24% to R2,1bn.
Headline earnings from its interests in Liberty Life and Stanlib grew 20% to R330m. Normalised
headline earnings a share grew 18% to 359c. Net profit was up 27% at R5,1bn, boosted by foreign
currency translation gains and profit from its shares in MasterCard, which listed during the period.
Loans and advances at personal and business banking were 28% higher than the previous year at
R230bn, while corporate and investment banking grew its loans and advances 56% to R179bn.
“Advances growth on the corporate side was impressive and they seem fairly optimistic on prospects
there,” the analyst said.

16 August 2006 (Press Release)
Standard Bank Continues on Earnings Growth Path
Standard Bank Group increased headline earnings per share by 17% to 384,0 cents and achieved a
return on equity of 26,6%, for the six months to 30 June 2006. These results are in accordance with
International Financial Reporting Standards (IFRS). On a normalised basis, headline earnings per
share grew 18% and the return on equity was 24,2%.
Says Jacko Maree, Standard Bank Group Chief Executive: “The South African economy remained
buoyant in the first half of 2006 and brisk growth in credit extension continued. Consumer spending
remained strong although there are now signs of slower growth, albeit off a high base.”
Key factors impacting the results:
• Strong revenue growth
Total banking income grew 21% over the six months, with strong contributions from both net interest
income and non-interest revenue, driven by increased customer activity and demand across most
businesses. The group’s net interest income grew 23%. Non-interest revenue grew 20%, comprising
16% growth in fee and commission revenue, 20% in trading revenue and 44% in other revenue
sources.
• Healthy asset growth
Corporate & Investment Banking loans and advances grew by 56%, after several years of subdued
growth. International deal flow improved in both trade finance and structured lending while locally,
empowerment financing was a very strong driver of asset growth.
Personal & Business Banking grew lending assets by 28% on the back of a 13,4% increase in average
property prices for the period and record home loan registration volumes. The mortgage loan book
increased 31%, while the instalment finance book was up 17%. The focus on card growth generated a
44% increase in card debtors.
• Opportunities arising from volatile financial and commodity markets
Revenues were positively impacted by volatility in foreign exchange and commodities markets.
Investment Management & Life Insurance benefited from strong equity markets for most of the
period. Despite the increased volatility in emerging markets, no material trading losses were incurred.
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• Credit impairment charges increase
As expected, the low level of credit losses of 2005 did not continue into 2006. The credit impairment
charges rose 104% off a low base, with the group’s credit loss ratio increasing from 0,45% to
0,70%. The return to a more normal credit loss experience in Corporate & Investment Banking
contrasts adversely with the substantial credit recoveries made in the comparative period. Personal &
Business Banking's credit loss ratio increased to 1,02% for the period under review, from 0,85% in
2005. Total non-performing loans increased by 20% but reduced as a percentage of the lending
book from 1,5% to 1,3%
• Reliance on wholesale priced funding continues
Retail priced customer deposits continue to grow at a slower pace than consumer lending, resulting in
an increasing reliance on more expensive wholesale funding. This has continued to place pressure on
margins.
• Continued investment in operations outside of South Africa
The group continues to scale up its operations outside of South Africa, investing in talent and
infrastructure which has the immediate effect of increasing costs. The proposed acquisition of Bank of
Boston Argentina remains subject to regulatory approvals. The group is actively investigating further
opportunities to expand its activities in West Africa and in July 2006 an office was opened in Angola
to take advantage of corporate banking opportunities offered by that market.
Operating expenses increased by 16% with staff costs up 14% and other operating expenses up 20%.
With total income growth of 21% exceeding cost growth across the group’s businesses, the group
normalised cost-to-income ratio improved from 56,4% to 54,2%.
Personal & Business Banking comprises 43% (June 2005: 41%) of the group's headline earnings and
grew its earnings by 24%. Corporate & Investment Banking, comprising 45% (June 2005: 46%) of the
group’s earnings, grew its earnings by 17%.
A dividend of 144 cents per share (June 2005: 122 cents) was declared for the six-month period, 18%
higher than the comparative prior period.
On the prospects for the remainder of the year, Maree says: “ Lending growth in Personal & Business
Banking is set to slow down off its high base. Higher interest rates should benefit interest margins.
This will be offset to some degree by an anticipated increase in credit losses which historically have
followed any increase in interest rates.
“Corporate & Investment Banking is expected to benefit from growth in South African infrastructural
and empowerment financing and an increase in corporate credit demand. The absence of substantial
credit recoveries compared to previous periods should result in an increased credit loss ratio for the
full year. Trading activities should continue to enjoy increased client flow from the commodity and
foreign exchange markets.
“The group's growth prospects continue to be underpinned by its diverse portfolio. Although headline
earnings growth may be slower in the second half, we believe that our principal financial objectives
for 2006, as previously published, of a normalised return on equity of 24,0%, and normalised headline
earnings per share growth of South African inflation (CPIX) plus 10 percentage points remain
achievable.”
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