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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 upliftment of communities, 
along with their own financial performances along typical 
metrics, such as return on assets.  However, the retail 
financial intermediaries (i.e. Housing Micro Loan (HML) 
Lenders) that provide housing finance1 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.2 

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 housing loan clients.3  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.4  Credit cards 
and personal loans, at competitive rates and replete with 

                                                 
1 Housing micro lenders supported by the NHFC and RHLF provide credit 
to individuals earning R7,500 per month or less for housing purchase, 
building, upgrading, or related uses. 
2 Historically, both NHFC and RHLF have imposed interest rate caps on 
their clients which may well be in line with the caps that the National Credit 
Act regulations will set.  However, other NCA requirements will also 
challenge lenders to adjust their systems and processes – certain collection 
methodologies will be outlawed and other restrictions will be applied.  This 
is likely to raise the cost of lending, in which case, such rates of default will 
certainly be unsustainable. 
3 Data was drawn from four independent sources: a subset of HML data 
from the TransUnion Credit Bureau, 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 findings 
are corroborated by at least two, and sometimes three or four data sources. 
4 The FSC commitments in respect of housing target households earning 
between R1500 – R7500 per month.   

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 to 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 fall in this group)  

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 accounts5 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.) 

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% 

                                                 
5 The Consumer Credit Association (CCA) collates 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.  The number of CCA accounts refers to the number 
of credit instruments (loans, credit cards, etc.) that the client uses.  The data 
was accessed through the TransUnion Credit Bureau. 
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have or had a retail card; and 23% have now and use 
both a store card and a retail card) 

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 over-indebtedness.   

The data and analysis substantiate the dire need for a 
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.  A full report 
sets out the analysis in detail. This report provides an 
executive summary of the findings. 

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 Diaries6, and a quantitative field survey of 792 
HML borrowers.  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 at least 3 
instalments are missed 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 
                                                 
6 The Financial Diaries Study was undertaken in South Africa, between 
November 2003 and December 2004.  The study tracked the daily cash 
flows across 152 households in three different areas: Langa, an urban 
township; Lugangeni, a rural village; and Diepsloot, a peri-urban township.  
For more information, visit www.financialdiaries.com  

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 lead directly to default, certainly not at a systemic 
level. 

The 12-Pillar analysis7 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. 

Borrower profile 
The analysis found the following regarding HML borrowers: 

 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 FSM8 tier 4.  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. 

                                                 
7 This has been developed and presented on numerous occasions by John 
Fourie of the TransUnion Credit Bureau. 
8Financial Sophistication Measurements (FSMs) arise from the FinScope™ 
Survey, a national, quantitative, and statistically valid survey into the 
financial lives of South Africans, coordinated by the FinMark Trust.  FSMs 
classify the population on a scale of 1 to 8 (from least to most financially 
sophisticated).  The composite measure draws together six different factors – 
i.e. Everyday Quality of Life Index, financial penetration, physical access to 
financial services and institutions, financial discipline, financial knowledge 
and control, and connectedness and optimism in order to reach the measure.  
(See www.finscope.co.za for more information.) 
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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, however, 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.    

 

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). 
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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 

 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 many of the institutions in the HML 
sector, whether at the wholesale or retail level.  In the FSC 
environment, anything less would be redundant and 
unsustainable. 
 
 
The report was written by Roland Pearson and Mike 
Greeff.  Special thanks go to all the HML lenders 
who participated in the study, the funders who 
participated in the Steering Committee, and other 
experts who provided valuable comments and 
insight.  The report is available on the FinMark 
Trust website:  go to www.finmark.org.za, pull down 
the “theme areas” tab and click on “housing 
finance”.  For more information, contact Kecia 
Rust on 083-785-4964 or Kecia@iafrica.com . 


