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Abstract

The question about how consumer lending benefits or harms society is unresolved.
Significant strides have been made in terms of developing a rigorous methodology for
assessing the benefits of microcredit using randomised control trials. This approach
rules out the shortcomings of selection bias in earlier work. However, studies to date
appear prone to anchoring bias associated with the intention of microfinance to
eradicate poverty.

In South Africa, the volatile socio-economic conditions (slow economic growth, high
unemployment levels, heightened levels of labour unrest and high levels of inequality)
emphasise the business need for studying the consumer lending market. Financial
inclusion could play the role of aiding or harming South Africa’s society.

This research aimed to determine in what conditions rationally bounded borrowers find
loans beneficial using an inductive approach. A two-phased research process was
followed — firstly, ten semi-structured interviews were conducted with a diverse group of
key informants from government, industry, the media and regulators. Secondly, ten
borrowers were interviewed and observed drawing on ethnographic research methods.
Most of the interviews took place in the home of the respondent and where possible the
researcher met the other members of the household. The sample of borrowers were
potential positive deviants — individuals that derive more benefit from consumer loans
than their peers.

The research uncovered sustained tension and ideological differences between
stakeholders that results in incoherent policy and regulation and inadequate financial
inclusion. The landscape is characterised by low levels of savings and a heavy reliance
on loans. Borrowers in the sample were selected to participate in the research due to
repeat borrowing patterns, yet many expressed a desire to stop or reduce borrowing.
This ‘saying-doing’ gap suggests that a structural and coordinated plan is needed if any
behaviour change is likely amongst rationally bounded borrowers. A combination of
restrictive regulation and positive incentives is proposed to encourage stakeholders to
develop mutually beneficial strategies for achieving financial inclusion. The ability of
stakeholders to develop coherence in this landscape will determine whether financial
inclusion will make a positive contribution to South African society.
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Dedication
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Charles Dickens, David Copperfield

This work is dedicated to my fellow South Africans in the hope that it contributes to the
sustainable socio-economic development and happiness of our beautiful nation.
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Chapter One: Introduction to the research problem

1.1 Background to the research problem

The benefits and harms associated with microcredit, payday loans and different forms
of credit used by households is the subject of ongoing academic discourse (Banerjee,
Karlan, & Zinman, 2015; Bhutta, Skiba, & Tobacman, 2015; Skiba & Tobacman, 2015;
Banerjee, Duflo, Glennester, & Kinnan, 2013; Dos Santos, 2013; Morse, 2011; Karlan
& Zinman, 2010a; Wilson, Findlay, Meehan, Wellford, & Schurter, 2010; Melzer, 2009;
Morduch, 1998). The divergent views from the literature are largely explained by the
starting point of the researchers and how benefit and harm are defined.

The prevailing arguments related to the benefits suggest that it is: good for some, but
bad for others (Banerjee et al., 2015), enables more choice for borrowers (Banerjee et
al., 2013) and can be effectively used to absorb shocks and enable economic self-
sufficiency (Wilson et al., 2010; Karlan & Zinman, 2010a). The arguments against
household debt primarily focus on instances where there are unsustainable levels of
debt that do not enable long-term financial well-being (Skiba & Tobacman, 2015;
Wilson et al., 2010; Melzer, 2009).

Banerjee et al. (2013, p.2) emphasise that the academic discourse related to the
impacts of microcredit is important. “There is so far no consensus among academics
on its impact” and “what is striking about this debate is the relative paucity of evidence

to inform it.”

Aside from the academic interest in the subject, the business need for this study in
South Africa, is grounded in the socio-economic context. The official growth in gross
domestic product (GDP) in 2015 slowed to 1.2 per cent with the third quarter showing a
1.3 per cent decline in GDP (Statistics South Africa, 2015a). The official unemployment
rate is at 25.5 per cent and the expanded unemployment rate (including those who
have given up applying for work) is at 34.4 per cent (Statistics South Africa, 2015b).
These unemployment rates have remained unchanged for four years. According to the
Department of Labour (2014, p.viii), “in 2014 about 88 strike activities were recorded
with more working days lost (10,264,775)” than in 2013 (only 1,847,006 working days
were lost from labour unrest). South Africa is also characterised by a highly unequal
distribution of income and wealth with an income Gini coefficient of 63.1 (UNDP, 2013).
These socio-economic conditions (slow economic growth, high unemployment levels,
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heightened levels of labour unrest and high levels of inequality) all create the backdrop

for the consumer lending market.

Banerjee et al. (2015) in their six country randomised evaluation of microcredit
specifically explore benefits from the perspective of poverty eradication. They found
that there is a lack of evidence of a transformative effect of microcredit on the average
borrower. However, through limited analysis of heterogeneous treatment effects, they
found some evidence to suggest “segmented transformative effects — good for some,
bad for others”.

In their earlier work, Karlan & Zinman (2010a) argued that commercial credit is often a
key component in financial sector development strategies, but that there is a lack of
consensus about whether consumer credit helps borrowers. At a household level, the
benefit of access to credit is the subject of ongoing debate. Dos Santos (2013, p.33)
states that “household indebtedness appears as a distinctive, concrete feature of
‘neoliberal’ capitalism in many middle-income economies, and as a matter of great
significance for social and macroeconomic policy.” He derives this view from the
acceptance of a number of market forces — the competitive supply of household credit
by different institutions, increasing privatisation of schooling, health and other social
services and the role of government in supporting market driven approaches.

In Karlan & Zinman’s (2010a, p.461) study in South Africa, they found that even very
expensive consumer credit (up to 200 per cent annual percentage rate (APR)) has a
net positive benefit for borrowers in terms of “food consumption, economic self-
sufficiency, and some aspects of mental health and outlook.” Morse (2011) also found
that payday loans in the American market were beneficial, specifically in emergency
situations. Wilson et al. (2010, Conclusion para.) (in a laboratory experiment) found
that “payday loans are a means for subjects to absorb expenditure shocks and,

therefore, survive financially.”

Wilson et al. (2010), however, identified some risk of harmful outcomes when a certain
threshold level of debt-to-income is reached. Bhutta, Skiba & Tobacman (2015) were
unable to identify any harmful impact of payday loans on credit scores or financial well-
being.

Whilst there are all these arguments suggesting benefits from consumer lending, at the

same time expensive, consumer credit is often criticised for being usurious and causing
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more harm than good. Skiba & Tobacman (2015) observed negative impacts
associated with payday loans and bankruptcy. Melzer (2009) found that loan access
leads to increased difficulty in paying mortgage, rent and utilities bills.

In 2012, the harrowing scenes from the Marikana mineworkers’ labour strike (Davis,
2012) illustrated how these adverse socio-economic conditions can gather in a perfect
storm. The Marikana tragedy was reported globally and it was not long before
suggestions were made that the situation was exacerbated by consumer credit and
over-indebtedness. The debate about whether consumer credit is helpful or harmful is
of utmost relevance in the context of South Africa where credit extension continues to
grow and where much of this growth emerges from unsecured personal loans. The
current socio-economic climate in South Africa is tenuous with many citizens

increasingly dissatisfied with the status quo.

In 2014, African Bank was forced to go under curatorship when its business model,
built on unsecured lending, could not be sustained any further. Nearly a third of its
loans were in arrears, leading to crippling losses (“Payday mayday”, 2014).

According to the National Credit Regulator (NCR) (NCR, 2015a), there are 23.37
million credit active consumers in South Africa and only 54.9 per cent of these are up-
to-date on all loan repayments suggesting signs of over-indebtedness. In 2012, a
special enquiry into unsecured lending by the NCR (Compliance & Risk Resources,
2012) showed a 49.4 per cent year-on-year increase in unsecured credit extension
and, at the time, an unsecured lending book of R120 billion (making up 9 per cent of all
household debt including mortgages). This excludes short term credit with a relatively
small book of R882 million but also high levels of growth (26.5 per cent). Since the
study, the unsecured credit book has continued to grow to R166.64 billion and short
term credit to R2.03 billion (NCR, 2015b).

The Department of Trade and Industry (DTI) perspective on consumer loans is evident
from Minister Davies’ address to Parliament on the National Credit Amendment Act no
19 of 2014 (2014): “we have seen the increase in unsecured loans that are expensive
to the poor, reckless credit caused by failure to conduct proper affordability tests, as
well as levels of over-indebtedness and impaired consumer records.” Following the
continued growth in credit supply, the events at Marikana and reported abuse of
emolument attachment orders for collecting loans, the government has instituted
several actions within the industry to moderate access to credit. These measures
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extend beyond those implemented as part of the National Credit Act no 34 of 2005
(2005), for example, introducing the National Credit Amendment Act no 19 of 2014
(2014) that includes much more specific affordability assessment rules.

Another important development in the sector which demonstrates the prevailing
sentiment towards consumer credit is the Desai Western Cape High Court judgement.
In Desai’s ruling he found that “the system for granting emoluments attachment orders
(EAO) in South Africa leads to the abuse of human rights by business enterprises and
is unconstitutional” (Barry, 2015b, para.1). The case was brought into court by the
Legal Aid Clinic from Stellenbosch University and strongly supported by Wendy
Appelbaum (a leading South African businesswoman).

In addition to a highly active credit sector, savings levels in South Africa are very low.
“At 15.4 per cent of its GDP, South Africa has one of the worst savings rates in the
world. And it's getting worse, according to statistics released by the Reserve Bank”
(Erasmus, 2015, para.1).

In summary, the impact of microcredit remains a subject of ongoing debate in
academic circles. The South African unsecured credit market continues to grow. The
market is characterised by increasing compliance requirements and continued
pressure from government and civil society for lenders to act responsibly. Some
actions by government such as the clampdown on emolument attachment orders and
the removal of records from credit bureaus, undermine the functioning of a free credit

market. But are these measures necessary to protect borrowers?

The business need for this research concerns the growing socio-economic pressure
within low to middle income households and how financial services can either
exacerbate the challenges or play a constructive role in enabling positive change. The
role of credit within the range of financial services is under severe scrutiny from

government, civil society and business.

In essence, and as summarised by Banerjee et al. (2015), credit appears to have
benefit for some but not for others depending on how one defines benefit and
depending on the context in which lending takes place. This research aims to explore
these dimensions to understand the borrower perspective in more detail.
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1.2 Research purpose

To date the evidence suggests that there are both benefits and costs in accessing
consumer credit, but there is not clarity on when the benefits outweigh the costs or
whose perspective is considered when the benefits are explored. In South Africa,
consumer credit is readily available to certain market segments and has hence been
the subject of considerable scrutiny. But, there are strong arguments in favour of credit
being beneficial in the right set of conditions. The purpose of this study is to examine
what rationally bounded borrowers consider as beneficial about consumer loans and
what conditions need to exist for these benefits to outweigh the costs.

1.3 Structure of the research report

Chapter Two of this document includes a comprehensive literature review of topics
related to the research objective. Chapter Three provides a clear view of the research
questions to be explored in this study. Chapter Four focuses on defining the concept of
positive deviance and the research methodology that was employed to achieve the
needed sample and data to answer the research questions. Chapter Five describes the
analysis of the results for the primary research conducted in this research study. It
shows the results in two phases: firstly, the results of key informant interviews with
industry stakeholders and, secondly, with the sample of borrowers. Chapter Six is a
discussion of the results in terms of how they relate to the theory and what this means
in terms of answering the research questions. The final Chapter includes conclusions
and recommendations for different stakeholders. A range of appendices are included to
provide more detail on the ethics requirements, the research methodology and the
research tools.
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Chapter Two: Literature review

2.1 Introduction to the literature review
The literature review is documented in four sections. The first section creates context
for the reader about the structure, size and historical development of the credit market
in South Africa. This background includes a review of the developments in the legal
and regulatory framework in South Africa.

The second section explores specific segments of the credit market in more detail to
develop a working definition for consumer loans in the context of this research.

The third section investigates the definition of benefit. In this section the literature is
interrogated to establish how earlier research into the benefits of credit have been
conducted and to establish the gaps in the existing research. This section also includes
an exploration of a range of potential benefits (and costs) that can be derived from
credit access drawing on different academic disciplines that have explored this,
including perspectives related to financial wellness, economic benefits, social identity,
human rights and psychology or mental wellness.

The fourth section explores aspects of consumer behaviour, notably around consumer
decision making. The section considers factors in borrower decision making,
particularly the theory of bounded rationality, different dimensions that influence
decision making and behaviour change.

2.2 The evolution of the credit market in South Africa

“Unsecured lending started to grow in South Africa from 1992 when an exemption was
granted for small, short-term loans, from the regular pricing limitation on credit imposed
by the Usury Act no 73 of 1968 (1968). Loans below or equal to R6,000 (this limitation
became R10,000 in 1999) and terms of no longer than 36 months did not have any
price limitation. This allowed the microloan industry to develop rapidly in South Africa.
In 1999, the total micro lending consolidated assets had reached R15 billion. However,
many practices in the industry were deemed abusive: charging high interest rates that
did not seem to be in line with the risk level, collecting loans by using debit cards and
personal identification numbers (PIN) of the borrowers, lack of transparency and limited
rules. Another sensitive issue was the concentration of loans in the civil service.

Theobald (2013) identified that ‘a focal point for the industry became the civil service,

© University of Pretoria



from which repayments could be collected through deductions from the central
government payroll, which had been allowed from 1993. Some civil servants found
themselves with no take-home pay after deductions had been made.’

In 1999, the Micro Finance Regulatory Council (MFRC) was established as a
regulatory body. To operate under the exemption to the Usury Act (Usury Act no 73 of
1968 (1968)), all micro lenders had to be registered and supervised by the MFRC and
follow the associated market conduct rules.

In 2000, the government decided to follow an additional course of action: stopping
access to deductions from civil servants’ salaries for micro lenders and others, such as
insurance companies. This led to several small banks either collapsing (Saambou and
Unifer) or narrowly avoiding closure (African Bank).

In 2001, the National Treasury imposed strict limitations on payroll deductions from
government employee salaries, as well as on the interest that could be charged on
such loans. There is a strict vetting and oversight process and only a few institutions
are permitted to make payroll deductions by virtue of having a payroll deduction code
(National Treasury, 2005).

In 2005, the National Credit Act no 34 of 2005 (2005), which broadly regulated
consumer credit, came into force and replaced the previous legal framework. All
lending to individuals in South Africa is now governed by the National Credit Act no 34
of 2005 (2005) and all lenders (no matter what institution type) have to be registered
with the National Credit Regulator (NCR).

Due to the stricter regulatory framework and to the worldwide financial crisis in 2007
the provision of consumer credit slowed down. Growth began accelerating again in
2010 as consumer confidence returned to the market. In the process the unsecured
credit market evolved from the microloan market into a large, middle-class focused
credit business. The nature of the typical loan and borrower shifted dramatically over
this period. Unsecured loans ranged up to R230,000 in value and 84 months in
repayment terms” (adapted from Fraser, Bevacqua, Brouwers, Chongo, &
Kalungulungu, 2014, pp.89-91).

Following the rapid growth in the sector, at the end of 2012 the Banking Association of
South Africa (BASA) and National Treasury made a joint announcement around their
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intention to focus on creating a more responsible credit environment (“Treasury and
BASA”, 2012). This announcement led to the formation of the National Industry
Steering Committee (NISC) to address credit, including a range of industry-wide
working groups focused on addressing specific topics within the credit sector requiring
attention for example, consumer education, emolument attachment orders (EAO) and

credit life insurance.

With effect from April 2014, the Department of Trade and Industry declared a credit
information amnesty. The amnesty required credit bureaus to remove specific records
from the bureau in an attempt to provide certain borrowers with a clean credit record.
The decision meant the removal of adverse information for approximately 3.1 million
credit active borrowers (Pressly, 2014). This decision seemed at odds with the

intentions of government to manage credit extension and over-indebtedness.

In May 2014, the National Credit Amendment Act no 19 of 2014 (2014) was enacted in
Parliament. One of the most significant changes that have been introduced in the
amendments relates to more prescriptive affordability assessments during credit
applications in an attempt to curb high levels of over-indebtedness (Barry, 2015a).

Just a few months after the enactment of the National Credit Amendment Act no 19 of
2014 (2014), the Governor of South African Reserve Bank (SARB), announced the
Finance Minister’s decision to place African Bank under curatorship following an NCR
compliance finding, severe losses and the resignation of the then Chief Executive
Officer (CEO), (“Rescue plan”, 2014). This signalled a major downturn in the consumer
credit sector in South Africa. African Bank was the largest provider of consumer credit
in the market.

2.3 Consumer loans

The South African credit market is characterised by the prominence of salary backed
lending models to the low-middle income employed market segment and with much
higher formal credit market penetration than in other environments (FinScope, 2014;
NCR, 2014). However, various research studies commissioned by FinMark Trust &
Gesellschaft fir Internationale Zusammenarbeit (GlZ) (Brouwers, Chongo, & Fraser,
2014) as well as Financial Sector Deepening Africa & the Bank of Zambia (Fraser et
al., 2014) demonstrate that the composition of credit markets in Southern Africa is also
changing and evolving and that commercial consumer credit to salaried individuals is

growing in the region as well.
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There is a dichotomy in the credit market in South Africa. On the one hand, the
unsecured credit market has grown rapidly (49.4 per cent) with a total of 46.64 million
individuals having a recorded history of borrowing activity on a credit bureau database
(NCR, 2014; Compliance & Risk Resources, 2012). Recent figures show 23.37 million
active borrowers and total consumer credit of R1.61 trillion (NCR, 2015b).

On the other hand, according to the Microfinance Review (BankSETA, 2013), there is
very limited outreach of classical enterprise focused microfinance in South Africa, such
as the group lending model developed by Nobel Peace Prize Laureate Mohammad
Yunus (in Bangladesh) or individual lending models more common in Latin America.
These unsecured lending models rely on alternative collateral and risk assessment
methodologies to lend to low income individuals for use in their small businesses or

income generating activities.

The National Credit Act no 34 of 2005 (2005) makes specific provision for registration
of ‘developmental lenders’ with the intention of promoting access to loans for
productive purposes which include enterprise, housing and education. The
developmental credit portfolio is so inconsequential that it was not listed in the table
alongside the other types of credit in the Compliance & Risk Resources (2012) study
on personal loans and is commonly referred to as ‘a rounding error’ in the industry
statistics. According to the most recent NCR Annual Report (NCR, 2015b), the
developmental credit portfolio is valued at R32.47 billion, just 2 per cent of the entire
consumer credit portfolio in South Africa.

This dichotomy in access to credit raises the question as to whether the developmental
credit needs (for housing, enterprise and education) are being met through the
available supply of credit at a household level, but no comprehensive research has
been conducted on the use of credit nor is this tracked by the NCR.

To clearly shape the context for the research and given the evolution of the credit
market over the past 20 years in South Africa and the resultant complexity, ‘consumer
loans’ or ‘consumer credit’ are used as all-encompassing terms to refer broadly to
loans taken up by individuals for an undefined purpose. The loan purpose could
include anything — such as consumption, housing improvements, education, business
or the purchase of small assets — but the loan purpose or usage is not a requirement
for accessing the specific product. These loans could be short term (up to six months)
or longer term (up to 84 months) and would typically be unsecured. Relating this to the
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definitions in the National Credit Act no 34 of 2005 (2005) implies that this study
focuses on credit facilities, unsecured credit transactions and short term credit
transactions. It does not focus on mortgage agreements, developmental credit

agreements or others.

2.4 Benefits of borrowing

2.4.1 Revisiting benefit

To adequately consider when borrowers would derive a net benefit from a consumer
loan, a working definition of benefit needs to be considered. Benefit or value was first
defined in economic literature by Bernoulli (1738, p.24). He explained that “the
determination of the value of an item must not be based on its price, but rather on the
utility it yields. The price of the item is dependent only on the thing itself and is equal for
everyone; the utility, however, is dependent on the particular circumstances of the
person making the estimate.” Therefore the factors which achieve utility in the credit
market should vary from one borrower to another depending on their need.

However, much of the research on the benefits or harms of consumer credit does not
approach the evaluation through this lens. “Several recent randomized evaluations in
different countries and contexts have found that granting communities access to
microcredit has positive impacts on investment in self-employed activities, but no
significant impact on overall consumption - or on overall income, when that is
measured” (Crépon et al., 2015, p.123). Banerjee et al. (2015, p.3), find that “the lack
of transformative effects should not obscure other more modest but potentially
important effects. If microcredit’s promise was increasing freedom of choice it would be
closer to delivering it.” Banerjee et al. (2013) found in a randomised evaluation study of
group lending in a slum community in India, that, although loans led to higher
investment in existing businesses or a greater likelihood of starting a new business, the
average business was still no more profitable and there were no changes in any of the
development outcomes that are often believed to be affected by microfinance, including

health, education, and women’s empowerment.

These studies all emphasised that much of the impact evaluation of microcredit to date
is rooted in the objectives promoted by Mohammad Yunus (Nobel Peace Prize
Laureate, 2006) — i.e. that microcredit is a mechanism for eradicating poverty.
Therefore the evaluation studies are prone to anchoring bias associated with

transformative effects such as increased income or developmental outcomes.
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Further research by Karlan & Zinman (2010a), Collins, Morduch, Rutherford & Ruthven
(2010) and Kaboski & Townsend (2012), suggested that complexity has developed
within the microcredit market globally. Given the emergence of a range of different
models as well as a heterogeneous customer base, a broader investigation is required
to understand what contribution microcredit makes to low income customers’ well-

being. This forms the foundation of this research effort.

Collins et al. (2010) described how poor households managed their erratic and low
income levels through a sophisticated range of different mechanisms of borrowing,
lending, saving and compartmentalising money for different uses. Their research
proved that low income customers have well developed mechanisms for coping with
their vulnerability and that microcredit will add value only if it contributes to their ability
to manage their financial wellbeing more effectively. This proposes a different benefit of
microcredit, namely enabling low income consumers with different money management

mechanisms (credit being one of them) to manage their flow of income and expenses.

As highlighted earlier, the popular view that persists is that productive loans (e.g. for
business) provide more economic benefit for households than consumption credit. This
perception ignores the reality that money is fungible and that productive loans can
therefore be diverted into consumption and vice versa. Most of the older existing
research focused on the social impact of classical microcredit models (e.g. Grameen
Bank and BRAC in Bangladesh). Many of these research projects (such as Morduch,
1998) have been critical about the real benefits that microcredit has achieved for
individuals and households. However, Gatti & Love (2008), found a strong positive
correlation between the ability of a cross-section of Bulgarian firms to access credit
with Total Factor Productivity (TFP). Easterly & Levine (2001) found that TFP accounts
for most of the variation in the cross-country differences in per capita income.

Aside from TFP, dos Santos (2013) found that governments are increasingly relying on
private markets to meet the needs of health, schooling and housing and that access to
credit enables this alternative funding mechanism. However, this approach also creates
fragility in the financial system.

As previously mentioned, Karlan & Zinman (2010a, p.461) found that even very
expensive (200 per cent APR) consumer loans are beneficial with regard to “food
consumption, economic self-sufficiency, and some aspects of mental health and
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outlook.” Wilson et al. (2010) also found that access to credit allows households to
absorb expenditure shocks and are therefore more financially resilient.

Hudon (2009) considered the ethical dilemma about whether access to credit should be
considered a human right. The argument stems from the view that access to credit
indirectly provides access to economic opportunity. However, providing access to credit
as a universal right could also have very negative consequences. Hudon (2009, p.25)
hence supported “a goal-right system taking into account the important elements
necessary to achieve both the positive impact of credit as well as minimizing its
potential harmful consequences.” Bayulgen (2013, p.505) supported this thinking on
similar lines, stating that he “believes that a right to credit is a legitimate and
appropriate appeal only if we take into account the potential risks to borrowers and
qualify this financial service as one that is affordable, non-exploitative, and
commensurate with the borrower’s repayment capability.” He went on to propose that a
right to access to financial services would be more balanced and holistic than simply
the right to credit which may be beneficial but could also be harmful.

Fernald, Hamad, Karlan, Ozer & Zinman (2008, p.1) tested the prominence of stress
and depression amongst a sample of borrowers in South Africa. The sample was made
up of individuals who had a loan that was initially rejected but through a randomised
process was reconsidered. The study generated mixed results. “Receiving a ‘second
look’ for access to credit increased perceived stress in the combined sample of women
and men; the findings were stronger among men. Credit access was associated with
reduced depressive symptoms in men, but not women.” Jenkins et al. (2008)
conducted a nationally representative survey in the UK and determined that both low
levels of income and debt were associated with mental illness, but that debt had a
greater influence on the likelihood of mental disorders. Their initial test was to
overcome whether debt would counter the effect of low incomes on mental health — but
the results were unable to prove this hypothesis. In another UK study, “those in debt
were twice as likely to think about suicide after controlling for socio-demographic,
economic, social and lifestyle factors” (Meltzer et al., 2011, Abstract). Therefore there
appears to be a correlation between debt and negative psychological outcomes.

McNeill (2014) explored the psychological influence from the perspective of identity and
consumption behaviour through a focus on youth in a transitional life phase (i.e. leaving
home) and found very strong links. McNeill (2014, p.73) found that the use of credit
changed as time passed following their departure from home and that “new home
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leavers tended to use more credit resources and have a perception of debt as a tool to
achieve the lifestyle they want right now.” A similar perspective could also exist within
households that are in transition, such as a change in social status — common in South
Africa given the changes since 1994. McNeill (2014, p.73) also determined that
“attitudes to debt and the use of credit changed as perceptions of the self and
adherence to group norms changed among the early and later home leavers.”

This section of the literature review demonstrates how credit has been found to provide
benefits and harms through applying different lenses. The basis of the research
conducted herein is to reopen this question from the borrower perspective using a
grounded theory approach.

2.5 Borrower decision making and bounded rationality

2.5.1 Introduction to the theory on consumer choice

Considering the borrower as the starting point for benefit suggests that benefit flows
from the choice made by the consumer (or in this case, the borrower). Samuelson
(1938) proposed that an accurate way of understanding individuals’ choices was to
observe their choices in practice, namely, revealed preference logic. Therefore in the
case of borrowing, if a borrower takes up a loan (once or particularly repeatedly) they
are demonstrating that they are deriving more benefit than cost in accessing the loan.

An alternative to this is rational choice theory, which is based on the premise that “all
action is fundamentally 'rational' in character and that people calculate the likely costs
and benefits of any action before deciding what to do” (Scott, 2000, Introduction
section, para.1). Rational individuals choose the alternative that is likely to give them

the greatest satisfaction (Coleman, 1973).

The seminal thinker on bounded rationality, Herbert Simon offered another alternative.
Simon (1955, 1956) proposed that human beings are not ‘economic beings,’ i.e. human
beings are not perfectly rational and logical as economic theory assumed. He
suggested that factors relating to the person making the decision (Simon, 1955) and
the environment in which the decision maker makes the decision (Simon, 1956) should
be considered if decision making in theory is to mimic more closely what happens in
reality. Simon (1955, 1956) anticipated how to bring the fields of psychology and
economics closer together through his theory of bounded rationality. He proposed that
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individuals use rules of thumb or heuristics in decision making as a short cut to

processing vast amounts of information.

Borrowers’ efficacy in dealing with vast amounts of information and their confidence in
doing so is one of the main tenants of behavioural performance. Drawing from health
behaviour change theory (which has strong associations with financial behaviour),
Fishbein, Triandis, Kanfer, Becker, & Middlestadt (2001) describe eight variables that
account for most variance in deliberate behaviour. At least one of the following should
occur for an explicit behaviour to manifest or for behaviour change to occur:
1. The person has a strong positive intention to perform the behaviour;
2. No environmental constraints impede the occurrence of the behaviour;
3. The person has the skills necessary to perform the behaviour;
4. The person believes that the advantages of performing the behaviour outweigh
the disadvantages;
The person perceives more social pressure to perform the behaviour than not;
The behaviour is more consistent with the persons’ self-image than not;
The person has a positive more than negative emotional reaction to the
behaviour, and;
8. The person has the perceived self-efficacy to execute the behaviour.

Mittler, Martsolf, Telenko, & Scanlon (2013) posit that behaviour and behaviour change
are influenced on a systemic basis through individual, group and environmental factors
and that to achieve effectively achieve change these factors need to support the
change.

Fishbein et al.’s (2001) framework of behavioural performance is used to assess the
ability of borrowers to reduce or stop borrowing in this study.

2.5.2 Considerations in borrower decision making

This section explores the existing research on selected dimensions of borrower
decision making including price, borrower perceptions about unsecured loans, the
influence of the household on individual decision making and affordability.

2.5.2.1 Borrower sensitivity to changes in price

Karlan & Zinman (2008a) explored the price elasticity of demand for consumer loans in
South Africa and found that borrowers are price sensitive. Reducing interest rates led
to an increased proportion of women and poorer borrowers. They found that raising the
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cost of credit to borrowers would have negative consequences both in the form of
reduced demand (less uptake of loans) and moral hazard (attracting higher risk
customers) with resultant poor loan repayments. Alan & Loranth (2013, p.2371)
explored the price elasticity of demand in another context, amongst a large sample of
credit card clients in the subprime credit market in the United Kingdom (UK). The
research study found “that borrowers who are labelled as ‘low default risk’ and carry
forward large amounts of debt (close to their credit limit) comprise the only group that
lowers its credit demand significantly.” Furthermore, they “estimate virtually no
sensitivity to a five percentage point increase in the interest rates among borrowers
who pose high default risk to the lender.”

Both studies therefore suggested that ‘good borrowers’ are price sensitive, but that
‘bad borrowers’ are less so, emphasising the risk of moral hazard.

2.5.2.2 Borrower perceptions and attitudes to unsecured loans

Karlan & Zinman (2008b) explored the accuracy of self-reported information by
borrowers in the instance where the information could be regarded as socially
undesirable. The study results confirmed that nearly 50 per cent of the sample did not
report their high interest consumer loans, suggesting that loan applicants misrepresent
their financial position when applying for credit, particularly women. This is confirmed in
the South African context. The NCR conducted an analysis of the data from the
nationally representative FinScope survey that focused on credit and borrowing (NCR
& FinScope, 2012). In this analysis, only 35 per cent, or 11.8 million, adults in South
Africa claim to borrow or have a loan. This is significantly less than the official NCR
statistic at the same time (NCR, 2012) of 19.97 million credit active individuals.
According to the NCR analysis of the FinScope results (2012, p.27), “26 per cent of
adults are formally served, including those who use bank products for borrowing
purposes (13 per cent) and those who use other formal non-bank products (20 per
cent). 6 per cent of adults use informal mechanisms such as burial societies or money
lenders in the community, and 12 per cent borrow from family and friends.” Based on
the comparison of FinScope & NCR information, 41 per cent of credit active individuals
did not report that they are credit active in the FinScope study.

Not reporting credit activity in both a credit application context or within a research
situation suggests a degree of discomfort with borrowing.
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2.5.2.3 Consumer and household decision making

Consumer and household decision making are influenced by a myriad of issues from
culture, education, cognitive capability, the influence of different household members
and entrenched beliefs and values. This section explores these influences on decision
making related to credit at a household level.

Campbell, Jackson, Madrian & Tufano (2011) argued that consumers have different
cognitive capability and tend to have a short-term orientation with regard to the
financial decision making they need to make. Fonseca, Mullen, Zamarro &
Zissimopoulos (2012) explored the role of financial literacy and gender and found that
men make financial decisions more often and therefore develop more financial acumen
by virtue of their active role. They also found that this difference changes in households
where men and women have similar educational levels. They concluded that the
dominance of men in financial decision making was as a result of education and

experience.

Kaynak & Kucukemiroglu (2000) explored how culture influences household decision
making in a comparative study between Turkey and the United States of America
(USA) with regard to consumption decisions and found that in Turkey the husband has
a more dominant role. Dema-Moreno (2009, p.50) studied financial decision-making
between dual-income heterosexual Spanish couples. She found that although most
couples aimed to take joint decisions equity was seldom achieved. However, even
among those who “represented the most modern type of attitude” there were reasons
why women found it challenging to portray themselves as equals in the negotiation on
joint financial decision making such as “economic dependence of women, the
persistence of men in the role of providers, men’s privileged participation in the
management of the family money, and the engendered socialization of gender roles of

both men and women.”

2.5.2.4 Debt-to-income ratio: How much is too much?

One potential condition for positive deviance that emerged from Wilson et al. (2010)
was not exceeding a specific debt threshold (relative to income) — since this is when
consumer credit can become potentially harmful rather than helpful. Scott & Pressman
(2013, p.329) conclude that “interest on past consumption debt needs to be taken into
account when measuring income inequality” given that a debt burden from a past
emergency or life cycle event could lead to a lower standard of living in the future.
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Johnson & Li (2010) proposed the use of a debt service ratio (DSR) to identify debt
constrained households. They identified a significantly higher risk of a loan application
being declined in the event that the debt service ratio is approaching 30 per cent i.e.
that debt repayments are equivalent to 30 per cent of disposable income. Collins
(2008) does not mention a specific benchmark for a healthy debt service ratio, but in
one financial diary case study she identifies a spike in the respondent’s debt service
ratio from 20 per cent to 50 per cent when he falls ill and loses most of his income over
a four-month period. Based on these insights, a manageable debt service ratio appears
to be in the region of no more than 25 per cent of disposable income depending on the

level of income.

These insights into debt thresholds or debt-to-income ratios highlight the importance of
the household safety net or its ability to deal with unplanned events or emergencies of
any kind. Households with fixed (long-term savings, livestock, property) or liquid assets
(short term savings, cash) and/or insurance will have the ability to deal with exogenous
shocks of different sorts more than their peers.

2.6 Conclusion of the literature review

In summary, debt can provide households with the opportunity to enhance productivity
accumulate assets, smooth cash flow in emergencies/ normal seasonal fluctuations or
aid someone in developing their identity and attaining independence. At the same time,
debt can be costly and can lead to a dependence on future credit, over-indebtedness,
stress and depression. When these benefits and costs are weighed up against one
another they can generate either a net positive result or a net negative result.

The literature review provides the context in which this study will be conducted —
namely a mature credit market, socio-economic pressure, high levels of indebtedness
and a very specific legal and regulatory framework. The literature then focuses on the
borrower to understand the influences on borrowers in navigating this environment as
an actor and how the borrower perceives benefits and harms. The assumption is that
depending on the efficacy of the borrower to navigate this environment, there is a
greater or lesser likelihood of the borrower and his/her household attaining a net
benefit from accessing consumer credit. These factors will be used as a point of
comparison with the information that emerges from the key informant interviews and

borrower interviews.
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Given the inductive nature of this research, there is a risk of confirmation bias in
identifying these potential issues emerging from the literature. Through being aware of
this risk and through posing questions as openly as possible during the interviews, an
attempt was made to manage this bias.
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Chapter Three: Research questions

Based on the literature review, three research questions are put forward. These
qguestions stem from the assumption that certain conditions should exist for borrowers

to derive benefit from consumer loans.

The first question is purposefully open-ended. Given that the existing methodologies for
measuring the benefits of credit start from the premise that credit should achieve a
transformative effect or eradicate poverty, this question re-opens the question of
benefit from a borrower perspective.

Research question one: What benefits can borrowers derive from consumer credit?

The second question is the antithesis, to allow for the respondents to consider the
elements of credit that could be harmful and to again voice these on an open-ended

basis.

Research question two: What costs or harms can borrowers incur due to consumer
credit?

The final question considers choice theory and bounded rationality. This question
therefore factors in the broader context in which lending takes place.

Research question three: What conditions need to exist for borrowers to derive benefit

from consumer credit given bounded rationality?
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Chapter Four: Research methodology

4.1 Choice of methodology

In light of the lack of consensus within business and academia about the net benefits of
consumer loans to borrowers, the purpose of this research is exploratory. It seeks to
gain new insights through using an alternative approach (Saunders & Lewis, 2012) to
understanding what benefits consumers derive from borrowing and whether and under

what conditions these benefits outweigh the associated costs.

Based on the data gathered in the research process, a theory emerges from the
findings to describe the trade-offs between benefits and costs as defined by the
borrower using an inductive approach (Saunders & Lewis, 2012). The research
therefore followed a grounded theory strategy, namely “the discovery of theory from
data” (Glaser & Strauss, 1967, p.1). The researcher drew on ethnographic research
methods to provide additional richness and social context to the research topic.
“Ethnography starts from the theoretical position of describing social realities and their
making. It aims at developing theories. Research questions focus mainly on detailed
descriptions of case studies” (Flick, 2009, p.236). Therefore, the researcher
documented and shared her observations from the interviews with borrowers as part of
the data in this research project. Credit access occurs within a broader socio-economic
context that is more easily understood through applying ethnographic approaches.

The research also adopted a positive deviance approach. Positive deviance focuses on
“identifying individuals with better outcomes than their peers” (Marsh, Schroeder,
Dearden, Sternin & Sternin, 2004, p.1177) faced with a similar set of circumstances.
The outliers that are succeeding against the odds due to particular practices are
studied in detail for the purposes of understanding what they are doing differently and
how these practices, once identified and understood, could be used more broadly.

The power of this approach is that it could point towards factors needed for behaviour
change to occur, through other individuals in the population adopting the same
practices as the positive deviants. Positive deviance has most commonly been applied
within the context of medical studies within developing countries (Walker, Sterling,
Hoke, & Dearden, 2007; Bradley et al., 2009), but also to a lesser degree within the
context of organisational behaviour (Walls & Hoffman, 2013). The outcomes of the
research are therefore potentially useful in defining policies related to consumer credit
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to ensure a net benefit across the defined population (not only amongst the positive

deviants).

Saunders & Lewis (2012) identified three approaches to conducting exploratory
research, all of which will be carried out in the scope of this project, namely:

1. Searching academic literature;

2. Interviewing ‘experts’ in the subject, and

3. Conducting interviews.
The literature review explored the current understanding of the costs and benefits of
consumer loans within society and the different paradigms that have been used to
consider these.

The second stage of the research focused on selected interviews with ‘experts’ or ‘key
informants’ within the credit sector. These individuals were selected using purposive
sampling to be able to gather a diversity of views on the consumer credit market in
South Africa. The sample included regulators, representatives of industry, the media
and policy makers. More detail on the sample of key experts is presented in Chapter
Five. The key informant interviews were used to identify areas of in-depth exploration
with the research subjects. In addition, during the analysis, the perspectives of the
‘experts’ were compared with the perspectives of the borrowers.

The final and main data collection activity was to conduct interviews with a carefully
selected sample of borrowers that have both accessed credit as well as potentially
experienced a net benefit from credit access within a given period. The selection of
these borrowers is described in more detail in the sampling section of this Chapter. The
information about borrowers gathered during the interview includes the data from the
interview as well as photographs, researcher perceptions of the subjects’ outlook and
impressions about the physical environment where the respondent resides. This data
is supplemented with data about their credit history and affordability from their credit
bureau report and the partner lending institution’s affordability assessment.

Through triangulating the data from the literature review, key informant interviews and
borrower interviews with an open, exploratory lens, new insights into the benefits of

consumer loans have been generated.
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4.2 Population

The borrower population for this research met two criteria. Firstly, the research was
limited to the Gauteng province of South Africa given the predominance of credit
granting in Gauteng and for convenience. According to the NCR Annual Report (NCR,
2014), 48 per cent of all new credit agreements in the 2013/2014 year were initiated in
Gauteng. According to the most recent Credit Bureau Monitor (NCR, 2015a) there are
23.37 million active borrowers in South Africa. The population of active borrowers in
Gauteng is not reported and was not available from the NCR.

Secondly, the credit active individual needed to display behaviours that suggested that
the respondent was potentially a positive deviant. In this case a positive deviant is
defined as someone who, more than their peers, derives benefit from consumer credit
in an environment where consumer loans are readily accessible to employed
individuals. Using revealed preference logic, the sample focused on repeat borrowers.
By virtue of the fact that they are accessing repeat loans and that they have recently
accessed a loan, an assumption was made that they are deriving benefit. This proxy
for being positive deviants was tested during the research process through posing
specific questions to the borrowers about whether the loan makes their life better and
whether they would want to borrow again in future. Furthermore, the borrowers should
be up-to-date with their payments suggesting that the level of debt that they have
access to is manageable. The NCR Credit Bureau Monitor (2015a) also shows that
only 54.9 per cent (or 12.84 million credit-active consumers) are fully up-to-date on
their loan repayments. These individuals formed part of the population for this
research.

Therefore, the population for this sample are credit active borrowers, based in Gauteng
that are up-to-date with their loan repayments. Using estimates in the absence of
available statistics the population for this research consisted of approximately six
million people.

4.3 Unit of analysis

The unit of analysis for this research was critical for the success of the data gathering.
Given the legal system and practical reality of entering into contracts or earning an
income, most financial transactions occur at an individual level. However, financial well-
being is seldom isolated from the household. Income and expenses are often shared
between different household members, assets are shared and the consequences of
different decisions are borne at household level. The unit of analysis for this study was
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at an individual borrower level given that the legal relationship between a borrower and
lender is at this level; however, some household level perspectives and data were
gathered when these arose in the semi-structured interviews and through observation
by the researcher.

4.4 Sampling method and size

4.4.1 Key informant interviews

Purposive sampling was used for the key informant interviews in an attempt to seek
views across different stakeholder groups. The sample is described in detail at the
beginning of Chapter Five. Table 1 shows a summary of the organisations where
individuals who were approached for this research were employed at the time of the
research.

Table 1: Summary of stakeholder orientation of key informants

Stakeholder group Representative

Policy makers Department of Trade and Industry
National Treasury
Portfolio Committee on Finance and Economic Affairs

Regulators South African Reserve Bank (x2)
National Credit Regulator
Former CEO of the NCR (now independent consultant)

Industry Banking Association of South Africa
Development Microfinance Association of South Africa
Micro Finance South Africa

Consumer activists/ Summit Financial Partners
media Black Sash
Moneyweb

4.4.2 Borrower interviews

Purposive sampling was also used for this research to identify borrowers who
displayed potentially positively deviant behaviour with regard to attaining net gains from
consumer loans. During the interviews, respondents were asked whether the loan
made their life better and whether they would use a similar loan again in future. This

was used as a measure of whether the borrower was deriving benefit.

The sample was identified through working in partnership with one non-bank credit
provider (referred to as the ‘partner lending institution’) — legally registered with the
NCR. The borrower selection process was conducted through analysing data available

on the lenders’ loan administration system and customer files, including data from
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customers’ credit bureau reports. A range of criteria was used for selecting the sample,
namely, that the borrower:

e Should have accessed a short term loan from the lender within two weeks of
the researcher calling the borrower to participate in the research;

e Had at least one previous loan with the lending institution — suggesting that they
derive benefit from borrowing from the institution due to repetition as per
revealed preference logic;

e Had repaid previous loans from the partner lending institution on time, and;

e [s based in Gauteng.

The partner lending institution that supported this research is a private, commercial firm
with 38 physical branches and 160 staff. The organisation follows a franchise model
where the franchisor owns a 50 per cent stake in each franchise. The firm operates 20
(of the 38) branches as corporate owned and managed branches. The lender has more
than 3,000 active borrowers and a loan book of R16.5 million (Company Profile, 2015).
The partner lending institution did feature in the interviews with borrowers and is
referred to under a pseudonym as XYZ Cash Loans.

The CEO of the partner lending institution assisted the researcher with the filtering of
the data for the sampling given the detail of the information required about the
applicants and in line with what was agreed in terms of ethical procedure. Based on the
above criteria, the sample was identified through a filtering process of successful loan
applicants as shown in Table 2.

Table 2: Summary of filtering process for identifying the research sample

Criteria for filtering Numbgrs _that
met criteria

Number of loan applicants (within 2 weeks of sampling) 706

Number of loan applicants in Gauteng 436

Number of successful applicants in Gauteng 144

Number of successful applicants in Gauteng with repeat loans 65

Number of borrowers called by researcher for appointment 54

Number of borrowers who agreed to meet 13

Number of face-to-face interviews conducted 10

The sample of respondents therefore consisted of ten borrowers. Each respondent was
prepared to meet face-to-face and spend at least an hour with the researcher to share
in-depth insights into their life history, financial position, household and experience of
using consumer credit. At the end of the interview, a specific yes/no question was
asked: “Did the loan make your life better? And would you take another loan from the
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partner lending institution in future?” These questions were intended to establish
whether the benefits of the loan are perceived to be greater than the costs and was
used to ascertain whether the borrowers consider themselves as positive deviants.

4.5 Measurement instruments
Two research instruments were used, one for each of the research samples, which are

described separately in this section.

4.5.1 Key informants
A semi-structured discussion guide was used for key informant interviews which was
slightly adapted depending on the background of the expert being interviewed to focus
on the most pertinent areas of their expertise and the issues that emerged in the
interview. The discussion was developed using the research questions as the main
guideline and therefore focused on three core themes, namely, the benefits, the harms
and the factors that need to be in place for the benefits to outweigh the harms.
Secondly, follow-on questions drew on aspects arising from the literature review and
the information provided by the expert. In some of the interviews key informants were
asked about:

e Factors that borrowers consider when they take a loan;

e The role of the household with regard to borrowing (if any) and how that

influences the likelihood of the loans being beneficial.

The final key informant interview guide is provided in Appendix Four.

4.5.2 Borrowers

The second research instrument was also a semi-structured interview guide that

included a few quantitative questions, but mainly focused on qualitative data. This data

was supplemented with secondary data in the form of a consumer credit report from a

credit bureau and loan data from the partner lending institution.

The interview guide was designed in four sections.

1. Warm-up and background — these questions were intended to build rapport with the
respondent and to understand their background and history.

2. Use of financial services — questions were asked about the range of financial
services that the respondent has access to and used; namely savings, credit and
insurance. The focus was not limited to credit since financial services and the ability
to access them is often interrelated. Based on the key informant interviews, the

loan purpose was an area that received particular attention in the interviews.
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3. Benefits and harms — open ended questions about the benefits and harms of
different credit products made up the third section. This section also focused on
borrower financial decision making to determine what factors they saw as critical
when making the loan decision. This focused on who participated and what factors
were considered drawing from the literature review section on borrower choice.

4. Closed questions — at the end of the interview a more pointed, specific question
was posed around whether the borrower would access a similar loan again and
whether the loans had made their life better or worse. The intention of these close-
ended questions was to have a more specific view on whether the respondents
could be classified as positive deviants.

The final borrower interview guide is provided in Appendix Five.

4.6 Data gathering process
4.6.1 Key informants

4.6.1.1 Setting up the interviews

Thirteen key informants were approached for interviews via email. In two cases it was
necessary to follow-up with a telephonic request. One key informant did not respond
and was therefore not interviewed. Another respondent agreed to be interviewed but
scheduling the interview proved impossible and he did not participate. One key
informant did not agree to have the meeting recorded and the researcher therefore
interviewed an additional respondent. Two of the key informants delegated the request
to a colleague who agreed to the interview and the remaining eight respondents all
agreed. Therefore a total of eleven respondents were interviewed, and the results of

ten of the interviews were included in the research.

4.6.1.2 Data gathering
Two of the key informant interviews took place telephonically due to their location

(Mpumalanga and Western Cape). The remaining nine interviews took place in face-to-
face meetings. Six of the face-to-face meetings took place in restaurants, creating a
more congenial atmosphere for the discussion, and the balance (three) took place at
the respondents’ place of work. Nine of the key informants provided their written
consent to participate in the research and one on voice recording. Ten of the interviews
were recorded with the permission of the experts concerned and were transcribed by
professional transcribers. All of the transcriptions were thoroughly reviewed and refined
by the researcher by listening to the recordings, validating the transcriptions and
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making changes where minor errors were identified. The researcher also formatted the
transcriptions for capturing in Atlas.ti (qualitative analysis software). All transcriptions
were loaded into Atlas.ti for coding and analysis. Most of the interviews lasted at least
an hour but a few were slightly longer.

4.6.2 Borrowers

4.6.2.1 Setting up the interviews

Sixty-five borrowers were identified who met the sampling criteria. Of these, 54 were
called by the researcher to explain the purpose of the research and to establish their
willingness to participate in a face-to-face interview. Eleven borrowers were not called
due to the intended sample size being attained and the fact that they were based more
than 1.5 hours’ drive from the researchers’ location. Most of the telephone numbers
were unanswered, incorrect or went to voicemail. Only one person did not want to
participate in the interview for an unknown reason. Thirteen borrowers agreed to meet
the researcher, but three of these were later unable to participate for different reasons.
The final sample consisted of ten borrowers, as planned during the research design
process.

4.6.2.2 Data gathering
The data was gathered through face-to-face interviews with the respondents. Seven of

the interviews took place at the respondents’ homes to enable the researcher to
understand the context and circumstances of the respondent as best as possible within
the limited time available as influenced by ethnographic research methodology. The
remaining three interviews took place in the researcher’s car or a nearby restaurant. In
these cases the researcher was still able to see the respondents’ residence (two from
the outside and one from the inside including meeting the family). Photographs of the
respondent, the surrounding environment and/or relatives were taken following the
completion of each interview and with the permission of the respondent. All
respondents provided their consent to participate in the research as per the required
ethical processes and procedures. Nine of the interviews were conducted in English
and one in Afrikaans. All interviews were recorded with the respondents consent and
were transcribed by professional transcribers. All the transcriptions were thoroughly
reviewed and refined by the researcher and formatting prepared for capturing in
Atlas.ti. All transcriptions were loaded into Atlas.ti for coding and analysis along with
photos and other supplementary data. The researcher also recorded her reactions and

emotions following the interviews.
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4.6.2.3 Supplementary data

In addition to the interviews with the borrowers and brief immersion into their reality, the
researcher requested access to the borrowers’ credit bureau report and the affordability
assessment of each borrower. This assessment required by law (National Credit
Amendment Act no 19 of 2014 (2014)) was conducted by the partner lending institution
at the time of the application for the recent loan. The data enabled the researcher to
validate the affordability and credit information provided in the interview. This
information was not viewed before the interview to enable the researcher to be as

objective as possible.

The data from the credit reports and affordability assessments was summarised in
Microsoft Excel to enable interpretation and comparison. During this process it became
evident that some of the data on the credit bureau was incorrect or inconsistent with
what was on the affordability assessment. These inconsistencies related to the partner
lending institution (not other credit providers). Due to some challenges with the lender’s
loan administration system, loans that had been repaid were still displayed on some of
the credit bureau reports. The CEO assisted in validating the correct information on the
internal loan administration system enabling the researcher to update the loan
information in her Excel file. This validated information was used in the analysis to
compare the information provided in the interviews with the information on the bureau
and the partner lending institution’s loan administration system. Aside from being used
to validate the information in the interviews, the data from the bureau was more
detailed and quantitative than the interviews, providing additional insights into the

borrowers’ circumstances.

4.7 Analysis approach

4.7.1 Key informants

A brief description of the key informants is provided at the beginning of the results
section including the perspective they bring to the research. The transcriptions of
interviews with borrowers were uploaded into Atlas.ti for the purposes of analysis.
Drawing on the steps proposed by Bryman (2012), the following steps were followed
during the next stage of analysis:

1. Read text: This stage enabled the researcher to identify the high level themes
and observations by running through the transcripts again and recalling the
discussions. The researcher also separated statements made by the
interviewer from those made by the respondents.
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2. Open-ended coding: The first stage of coding was carried out in Atlas.ti. The
researcher coded the transcripts in the order in which the interviews took place.
The first interview therefore led to the generation of the majority of the initial
codes. Subsequent interviews supplemented this list on a diminishing basis.

3. Refinement of the coding: The researcher went through the coding a second
time and reviewed the work previously conducted to ensure consistent
application of the codes. Some of the codes were merged. Codes were grouped
into families. During this review, specific notes were taken about striking issues,
commonalities and contradictions.

4. Relationships and themes: The final stage of the analysis was conducted using
one tool in Atlas.ti — co-occurrence tables. Specific quotations were also
referred to using Atlas.ti. The code families that were developed were based on
how the logical chunks of data fitted together and were used for thematic
analysis.

The composition of the code families are shown in Chapter Five.

4.7.2 Borrowers

The analysis started with a comprehensive description of the respondents who formed
part of the sample drawing on the researcher’s notes about her observations and the
interview transcriptions. Photographs were also taken but are not included to protect
the confidentiality of the borrowers. This description includes the synopsis of each
respondents’ life history and the perceptions of the researcher during the interview
process. The richness and diversity of the respondents’ backgrounds necessitated the
sharing of these short (one page) descriptions. Given the influence of the ethnographic
research approach and the relevance of the context in which borrowers take borrowing
decisions, these descriptions form an important backdrop to the analysis. The
descriptions of the borrowers were written in the first person to enable the reader to
experience the reality of the borrower as personally as possible. Pseudonyms were
used in the write-ups to protect the confidentiality of respondents.

The transcriptions of interviews with borrowers were uploaded into Atlas.ti for the
purposes of analysis. The borrower analysis also followed the same steps as the key
informant interviews, namely.

1. Read text and reviewed the photos

2. Open-ended coding

3. Refinement of the coding

4. Ildentifying relationships and themes
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The analysis focused on three dimensions of the data. Firstly, a content analysis based
on what the respondents said in the interviews. Secondly, a discourse analysis based
on how they articulated their response — which is shown in the quotations. This also
draws on the researchers observations about the respondents’ body language or
general demeanour. Thirdly, an analysis of the relationships between different themes
was conducted (University of Southampton, 2012).

In addition to the analysis of the interviews, a comparison of information about the
respondents borrowing profile from the interview and the information on the credit
bureau was also carried out. The data was captured in the aforementioned Excel sheet
for ease of comparison and the results are described in Chapter Five.

4.8 Limitations of the research

The primary limitation of this research is the size and composition of the sample.
Although the research provided relatively in-depth insights into each of the borrowers,
the sample was very specific and small. The results would therefore not be transferable
to other populations. For example, even borrowers accessing short term personal loans
from banks would differ from this sample which has taken up a loan from a non-bank
credit provider (given the risk profile of these borrowers). Representative quantitative
research is required to determine whether the anecdotal findings from this exploratory
research method can be extrapolated to the broader population of borrowers.

The focus of the research aimed to identify potential positive deviants and to
understand their behavioural attributes. The sampling approach used revealed
preference logic as a basis for identifying positive deviants. In other words, if a
borrower was accessing a second loan this was used as a proxy for someone deriving
benefit by virtue of accessing another loan. The methodology considered that this
might be inaccurate since someone might be caught in a debt spiral and therefore
continue to access another loan even if they do not want to. Therefore, all respondents
were asked whether they would access a loan in future and whether they found it
beneficial. Based on the results, many respondents would prefer not to renew their
loans. This method was therefore inadequate in terms of identifying positive deviants.

The last limitation of the research relates to the bias of the researcher. Research bias
cannot be overcome, although the researcher made a concerted effort to be aware of
her bias in the process. One method of data validation that was adopted was to
paraphrase the responses that respondents provided in an attempt to improve the
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accuracy of the information gathered. The researcher had to consciously avoid
providing advice and assistance to the respondents during the research process
despite requests for this. There is a likely associated bias, which is that the
respondents who agreed to participate in this research did so because they were
hoping for some sort of assistance. This motive for participating in the research was
directly expressed by one of the respondents.

4.9 Conclusion

The research methodology proved to be very effective in creating an understanding of
the background and context of the borrowers in more depth than a quantitative survey
would have permitted. The borrowers have maintained contact with the researcher in
some instances via phone and text message demonstrating the extent to which the
researcher was able to connect with the respondents.

Additional research is needed to enable the transfer these results to the broader
population, but this approach has contributed to the academic discourse through

revisiting the question of utility amongst consumer loan borrowers.
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Chapter Five: Results

5.1 Two-phase research

The research was carried out in a two phased approach focused on both key
informants and borrowers. The findings of the research are presented in two separate
sections in Chapter Five — firstly for the key informants and secondly for the borrowers.
The respective sections start with a description of the sample followed by the
presentation of the results.

5.2 Description of the key informants

The key informants that were interviewed are shown in Table 3. The table includes a
description of the respondents’ background and the perspective that each expert brings
to the research, given the purposive sampling approach. The list is provided in the
order in which the interviews took place. The quotations that follow in Section 5.3 are
anonymous. Respondents are referred to as Key Informant A (KI-A) and so on. The list
does not correlate with the order presented in Table 3 to protect anonymity.

Table 3: Key informant interview list and background

Name Title Organisation Background and perspective

Former CEO: National Credit Regulator
now working internationally on policy and
regulation on the credit sector. Previous

Gabriel Independent | g board level experience in pro-poor
Davel consultant o LS SO
microfinance institution. Deep insight into
the historical development of the credit
market in South Africa.
. Focus on the banking sector particularly on
Francois Deputy South African Financial Sector Stability. Insights into the

Groepe Governor I(:{Sezgg)e Bank African Bank failure. Former private sector

experience, market orientated thinker.

Former Canadian businessman and self
taught microfinance practitioner. Strong
focus on the social outcomes of
developmental lending in the micro-
enterprise lending sector and CEO of a
pro-poor microfinance institution. In this
field to achieve social impact.

Development

Mark Board Microfinance
Tucker member Association of
South Africa (DMA)

Broader financial inclusion perspective (not
just credit) with a focus on policy making

Director: National Treasury: : . !
Roelof , . . . considerations and a view of the regulatory
Financial Tax & Financial ;
Goosen . . . landscape. Former private sector
Inclusion Sector Policy Unit . : .
perspective having worked for commercial
banks in South Africa and the region.
South African Focus on the banking sector particularly on
Nkosana Registrar of Financial Sector Stability. Historical insights

: Reserve Bank . Co , ;
Mashiya Banks (SARB) into policy issues related to financial

inclusion due to previous role in National
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Name Title Organisation Background and perspective
Treasury. Market orientated view of the
credit market.
Over-indebtedness expert focused on
representing the interests of borrowers on
Clark CEJhief ' Summit Financial thle' request qf their gmplqyers. A strong
Gardner xecutive Partners critic of certain practices in the credit
Officer industry and very knowledgeable about the
borrower perspective. Passionate about
sustainable change in the credit sector.
Represents non-bank credit providers with
a range of stakeholders but notably
Hennie Chief _ Micro Fingnce regulators. Has been head of the industry
Ferreira Executive South Africa representative body for more than a
Officer (MFSA) decade. Brings a commercial perspective
and strong insights into historical
developments in the market.
Independent perspective given her role as
Hanna , a journalist. Good insights into the reality
Barry Journalist Money Web that borrowers face. Broad industry
perspective (not just credit).
D Policy maker with a history in community
epartment of d T
' Trade and Industrv: evelopment and law. Strqng |r]cI|nat|on
Zodwa Director c Y- | towards consumer protection given her role
X onsumer and . " .
Ntuli General Corporate and interests. Ms. Ntuli’s personal life
R ) L experiences also a significant influence in
egulation Division her vi
er views.
Academic and legal background across a
Lesiba Company National Credit range_of fields. Now rr}esponsiblelgn_lr. .
Mashapa Secretary Regulator statistics amongst (_)t er responsi ilities at
the NCR. Insights into credit market trends
and developments.
Represents the banking sector and has
done so for more than a decade. Banks are
Chief Banking the largest providers of consumer loans
Cas Executive Association of and therefore his views are significant. Also
Coovadia Officer South Africa Chairman of the Board for FinMark Trust,
(BASA) an industry think tank with the mission of
“making financial markets work for the
poor.”

5.3 Results from the key informant interviews

5.3.1

The results from the discussions with key informants are presented according to the key
key themes that arose from the research. Following the coding process as described in
in Chapter Four, the various codes were grouped into seven code families or themes.
The code family descriptions and composition is shown in

Introduction to the themes emerging from key informant interviews
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Table 4. The code families are presented alphabetically.
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Table 4: Composition of code families for key informant interviews

Code families Description Sub-codes
e Benefit
tAcombina:ion off refeiienqef relatetd : giﬁ'\fg:ﬁ?eo r? CS etralnts
. o perspectives from key informants .
Benefits & harms ;bout)the benefits ang harms of e Cost of credit
consumer lending * Harms
e Pension
e Savings
e Bad faith borrowers
A range of codes that reflect e Consumer advocacy
Borrower values, attitudes and beliefs of . Consumerlbehaviour
behaviour ~ consumers as well as rele_lted e Consumerist culture
issues that influence behaviour of | e Decision making
the borrowers in the market e Financial capability
e Values & culture
e Affordability & indebtedness
e Bad debts
e Debt consolidation
All references in the interviews : g.ebtl rehat;;htatlon
Lending practices related to practices or norms Isclosure/iransparency
followed by credit providers e Emolument attachment orders
¢ Insurance
e General lending practices
¢ Responsible lending/ consumer
protection
Consumer loans
Emergency

Loan usage

A combination of references related
to the use of loans and type of loan
instruments

Loan purpose

Payday loans

Pro-poor financial institutions
Productive lending

Secured loans

Market structure

All topics in the interviews related
to the general market context,
stakeholders in the market, power
and interests of the different
stakeholders or the possibility for
change within the market

Business motive
Economic inclusion
Fragmented sector
Inequality

Innovation & customer centricity
Market structure & change
Opportunity

Racial issue

Social motive/ objective
Socio-economic context
Sustainability

Policy &
regulation

All references in key informant
interviews related to the policy &
legal framework and the
enforcement thereof

Debt counselling
Financial inclusion
Paternalism

Regulation & policy
Regulatory enforcement/
capacity

Service provider

Any references made to the type of
service provider whether formal or
informal in nature

Banks

Mashonisas

Multiple loans

Non-bank credit providers
Ponzi schemes

Source: Atlas.ti code manager
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Table 5 shows the cumulative occurrences of the different sub-codes within each code
family for the key informant sample.

Table 5: Number of quotes within code families (key informants)

Code families Number of quotes
Benefits & harms 241
Borrower behaviour 186
Lending practices 266

Loan usage 146

Market structure 283

Policy & regulation 202
Service provider 87

Total 1,411

Source: Atlas.ti code output tables

The results from the key informant interviews are presented according to themes
shown in Table 5. The sequence of the topics is according to themes that relate to the
supply of loans, borrowing and, lastly, market related factors.

5.3.2 Service providers

5.3.2.1 Lending practices of different service providers

The discussion with key informants, related to service providers, was dominated by
topics related to ‘banks’ making up 48 of the 87 quotes. There were divergent views
about whether different typologies of service providers (e.g. banks, non-bank credit
providers) are more responsible than others in the sector in terms of their lending
practices, but the overriding discussion related to banks being more profitable than
non-bank credit providers.

KI-H illustrated the view that banks are ‘less guilty’ than non-bank credit providers
when it comes to their lending practices: “The banks have got it right, | mean they give
debts that are affordable, they don’t ordinarily always use emolument [attachment]
orders, they don’t always use reckless tricks and behaviour and they’re not sitting with
these big bad debts, so they’ve got it right in their own right, on their own.” He went on
to say that “it’s not the norm for banks to lend recklessly but there certainly are outliers,
but the ‘big four’ or ‘big five’, if | include Investec not Capitec, they certainly seem to
have got the model right.”
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KI-D has an entirely opposing view: “Banks are possibly the worst. Every single
research... | have seen some heavy research on banks... South African bank
profitability [- how it] is a clear oligopoly. The competition is the lowest of pretty much,
well not the lowest in the world but it is very low and the profitability is very high and it
comes from high fees and charges and interest rates to clients and the loss levels, by
the way, is terribly low as well.”

KI-A felt that there are no substantial differences between the practices adopted by
banks and non-banks aside from marketing: “Yes, at the microfinance level the only
difference is the marketing practices. You see a bank markets itself differently more
than a loan bank [non-bank credit provider]. So for instance a micro lender would have
other ways of wanting to attract that kind of market. The banks largely they are visible,
they are known and they don’t necessarily have to ... but they do try to actually get
down to that consumer, that one, the one that the micro lenders are targeting.”

5.3.2.2 Profitability
In terms of profitability, KI-J considered non-bank credit providers to be less profitable

than banks: “The other thing is the micro lenders are definitely not making as much
money as the banks and Hennie [Ferreira — CEO of MFSA] will always say, ‘our
members are going out of business. Our membership numbers have fallen because of
that’.” This view was shared by KI-A: “So a micro lender that is only doing that will feel
the pinch because that is their only business, you understand what I'm saying, but it
doesn’t mean that they [banks] won’t feel it. They [the banks] will feel it in the same
way, but then because of their size the impact they will still absorb it, but honestly |
don’t think that they are behaving differently.”

KI-D also felt that banks earn additional income on non-credit related transactions
further increasing the cost to borrowers and enhancing bank profits. “Unfortunately with
our very high interest rates, and by the way, very very high bank fees, every consumer
on every one of these are going to get loaded with the bank fee as well. Bank charge
for the transfer, bank charge for the deposit, all this is an issue.”

Aside from profitability, Kl-J was of the view that banks could be playing a more
constructive role in the sector: “I think the bigger banks could probably be doing a lot
more. Like, | get so irritated by all the ads for personal loans that the bigger banks put
out, like Nedbank and Absa like ‘Prosper with a personal loan from Absa’. How is that
helpful? It is not true. I'm not going to prosper with a personal loan at all. Teach them
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what... depending on what they are using it for, but that is not what your ad is
suggesting. | think the big banks probably do need to take a lot more responsibility
because they’'ve got the resources, they’ve got the teams, and they’ve got the crystal
balls. People are actually banking with them so you can actually do a lot more.”

There was also a view in a few interviews that banks are more risk averse than non-
bank credit providers as evidenced by KI-B: “You've got different types of credit
providers with different risk appetites, a traditional bank might not take on someone
who’s got a judgement that is one year old but if it's five year old they can give you
credit.”

5.3.3 Loan usage and benefit

Code co-occurrence analysis is used for the analysis of the relationship between loan
usage and the other variables. The most common code co-occurrence related to loan
usage is “benefit” — with an overlap of 18 quotations. In other words, there were 18
instances of people considering loans to be beneficial depending on how they are
used. Most of the references in this regard concerned the importance of loans being
utilised for productive purposes or that loans should at least be used for a specific
purpose (even if it didn’t generate additional income or wealth).

KI-A mentioned how important credit is in terms of enabling small business: “There are
very few people that start a business with their own money. So if you don’t have that
and you also impact on the participation in the economy and you won’t have more
people included in the economy. So it does assist with that.”

KI-B highlighted other uses that were deemed beneficial: “The loans that are mainly not
used for consumption, the benefits are real. You pay your child’s outstanding tuition
fees at the university for them to graduate, with a loan. You can these days buy a car.”

KI-E said that the expensive rates could even be considered acceptable depending on
how the loan is used but that if applied to consumption this would not add value. “80-
90 per cent. It is always expensive. It's down to what will they do with it, is the use of
the loan productive?” KI-J agreed that “the textbook answer would be to say that
someone only ever derives benefit if that loan is being put to some sort of productive

use.
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Along with most of the key informants, Kl-1 also said that “if you use it smartly, you can
actually become productive by doing [building] the balance sheet, | am talking housing,
education, if you use it smartly.”

Consumer lenders do argue that many of the loans they provide are diverted into
productive or developmental activities, but data about this is hard to come by. KI-I said
that “It is somewhere between 50 per cent and 30 per cent, that is the number people
are bandying around, that number was higher at one stage. | think as the economy is
squeezing, less of it goes into that [developmental lending], it seems to me to be the

case.”

KI-C confirmed that: “We don’t have a handle on just what credit is used for, | think
that... | think in the unemployment situation that we have my gut tells me that a fair
amount of the credit is being used at least for some sort of survivalist enterprise and we
need to get a better handle on that.”

KI-B took some reassurance from the loan portfolio statistics: “What is still comforting, if
you look at our statistics about 71 per cent of the credit is for mortgages and secured
credit, so the majority of the credit is still for asset acquisition and not really
consumption.” This figure is based on value terms, as opposed to volume of borrowers
and may therefore be deceptive.

KI-F was less prescriptive about the loan being used for productive purposes, but still
felt that it needed to be applied to something specific for the benefit to be optimised.
“The focus needs to be improvement in the quality of life, not just consumption for the
sake of it, the obvious example is the education of not only kids but everyone else if
you're going to use additional resources to improve your capability to contribute to life
in general, productive or otherwise... that gives benefits.”

KI-H agreed with KI-F that conscious use of the loan to meet a specific need was
important: “The specific purpose debt in the unsecured space makes more sense to me
so if it's an emergency loan, if it's an overdraft where you just timed the month wrong, if
it's educational, whatever the case may be.”

Despite the prevailing view that loans should be applied productively or at least
consciously, consumption loans were regarded as pervasive. For example, KI-C said,
“a significant part of the credit is used for consumer expenditure instead of productive
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activity. So that has got to be a negative. It wouldn’t be a negative if the broader
circumstances were such that people could manage it. When you have a situation, and
a lot of the banks and micro financiers tell me this, people actually borrow to put food
on the table. Then you have a situation where credit is a serious negative factor. It is
just a broader socioeconomic situation that creates a situation where people are using
credit just to live from hand to mouth and that is a negative.”

One key informant (KI-F) felt that the regulatory framework contributed to the under-
supply of bespoke enterprise lending and the relative over-supply of consumer loans.
“I think we are still in a situation, that’s the unintended consequence of the NCA, the
type of credit that is being advanced is to a far greater extent than one would have
liked — non-wealth building and non-productive and | am aware of the fact that not all
unsecured credit or small credit is necessarily unproductive but that element is just too
large compared to the others...”

There was also some contention about whether intangible benefits of using loans for
unproductive purposes should be considered negatively. And how would an ‘outsider’
understand the benefits derived from a loan by the borrower. For example, KI-E said
“The impact is that they have a nice couch and they feel good about it and it’'s
comfortable and nice. Gives them stature perhaps in their community as it would in
ours. We buy something that is nice and pleasant, our clients are getting ahead in life.”

KI-J confirmed this view: “People get into debt for all kinds of things that to them are
important. | think that is a very difficult thing to dictate to someone. Every funeral is very
important and not having a big funeral is going to haunt you for the rest of your life. Not
having a big white wedding you are going to regret for life. So a lot of it is intangible
and aspirational and it is very hard to know under what conditions that is or isn’t a
benefit.”

Another important view on the loan purpose was that consumption loans should ideally
not prevent borrowers from accessing productive loans or housing finance as a result
of affordability, for example. KI-E said that: “I think another obvious thing would be — if
consumer lending stopped them from qualifying for a business loan which they really
need, we’re back to indebtedness.”
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Kl-J also raised a risk related to gullible borrowers investing in unsafe savings vehicles:
“The scariest thing is that some people have taken personal loans to invest in Ponzi
schemes. So this is where this whole responsible lending comes in.”

Payday loans were criticised by a few respondents. “You've got this new thing of
‘payday lenders’ taking off which is freaking me out.” And “you have to eliminate the
‘payday lender’. At 200 per cent per annum it makes very little business sense or
financial sense for anyone to have a payday loan” (KI-H, 2015). Aside from being
expensive, many borrowers rollover the loan and get caught in a cycle of repaying over

a long period of time.

The overarching view about loan usage is that it is most beneficial if used for
productive purposes or at least something specific. There was a general appreciation
for the concept of utility amongst the key informants and not being too paternalistic
about how borrowers should use their loans even if the key informants felt that

productive lending was more beneficial.

5.3.4 Lending practices

Several lending practices were mentioned during the interviews that are considered as
abusive or even illegal. The various practices that were mentioned are listed in Table 6
with at least one illustrative quote (although in most cases there were several).

Table 6: Abusive lending practices and evidence

Lending practice

Supporting quotation

Retention of the borrowers bank card
and PIN to collect on monthly loan
payment (illegal)

“So that means that we arrest card & pin lenders, we
arrested two big ones in Rustenburg last month, one
massive.” (Source: KI-H)

Reckless lending i.e. providing loans
to a borrower who cannot reasonably
afford the repayment

“I think that this whole emolument attachment order
issue is a big one because previously people could
lend recklessly and get away with it and get their
money back by attaching salaries.” (Source: Kl-J)

“I think it has destroyed families, there is no doubt. |
mean even... however biased Daryl Collins and them
always interpret their Diaries of the Poor, if you read it
through a different lens there are many of these cases
where, like a couple that live together, it was the debt
that finally destroyed the whole relationship. So | think
there are many cases where it has had a negative
impact on family structures.” (Source: KI-D)

Questionable use of emolument
attachment orders for collection of
loans

“We have seen in the mining that when the NCR went
into Marikana they found people were going home with
R600 after all the garnishees [emolument attachment
orders] and all of that.” (Source: KI-A)

Adding unwanted warranty or credit
life insurance fees to a loan

“I think some of the costs can be brought down if some
of the abuse is brought down and | think there is

41

© University of Pretoria




Lending practice

Supporting quotation

agreement

abuse. | think the way we, banks and others, the way
we implement credit life | think it is abusive and | think
the current discussions around that are appropriate. |
think some of the upfront costs are abusive. | think the
way we are doing... there is a lot of abusive practice
which if cut out | think will have an impact on the cost
of credit. It will certainly have an impact on the
ongoing management of credit.” (Source: KI-C)

“I think lately what you see is retrenchment cover
[insurance] which is being sold to pensioners...”
(Source: KI-B)

Rolling over pay-day loans with
associated charges

“Giving you new loans every month so they attract no
additional cost to their system but they’re charging you
initiation fee which of course then makes it a 10 per
cent to 15 per cent per month loan instead of the 5 or
3 per cent in interest fees , so it's exceptionally
expensive.” (Source: KI-H)

High cost of credit

“Now to jump completely to the extreme opposite | am
not aware of any country anywhere in the world where
the interest rates are as genuinely as high as in South
Africa. We are, whatever ... these guys are saying, we
are extreme in terms of high interest rates and it has
nothing to do with risk it has to do with... how can you
put it nice and objectively, with predatory instincts of
the lenders. We are profit gorging like ... amazing. We
are charging the clients as much as we possibly can
so that so we can all have houses and Porsches.”
(Source: KI-D)

“There is a simple test that | think is right, if you look at
the level of pure write offs in any organisation, it can
be an indication of a couple of things. It can be an
indicator of terrible management. ...but where it's
priced into the price and its ok being at 15-20 per cent
or whatever it is. That has got to be an indicator of
something, that there are people out there who are
poor and are being abused, that is a good indicator, |
think” (Source: KI-E).

Extending additional credit without
conducting the affordability
assessment and potentially over-
extending borrowers in the process.

“When | was speaking to the retailers the other day
and | was telling them that ... there is this thing that
they call ‘cushion credit’, it is like they extend
additional credit to you. The retailers with their
clothing and stuff, you extended some additional
credit, let’s say your credit is R3,000 then in this
particular month they give you R5,000, but they call it
cushion credit like you can use it and when you use it
that additional R2,000 that was given to you as
cushion is the first one that you need to repay...”
(Source: KI-A)

Lack of transparency / disclosure

“In African Bank it is similar to those credit providers
that we are not supervising, it's just a method, we will
give you the loan if you sign this paper, there will be
terms and conditions in that paper but we don’t have
time for that [to explain that].” (Source: KI-G)
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5.3.5 Borrower behaviour

The most common sub-themes relating to borrower behaviour included ‘financial
capability’ (69 quotes), ‘consumer behaviour’ (45 quotes), ‘decision making’ (30 quotes)
and ‘consumerist culture’ (17 quotes). The balance of comments related to values and
culture in general, bad faith borrowers and consumer advocacy. A few key highlights

are drawn from these sub-themes.

5.3.5.1 Financial capability

Financial capability was seen as important, but there is much scepticism about how to
effectively implement financial education programmes that would achieve meaningful
behaviour change. Some views recognised the role that personal borrowing
experience could play in terms of people learning about how to manage debt.

KI-I likened credit to a carving knife. “A carving knife can be used to create a beautiful
sculpture, in the hands of a responsible artist, wood carving and it can be great, even if
the kid has artistic talent, you see this kid has got artistic talent, draws nice pictures
and colours it nicely, you are not going to give the kid a 15 inch carving knife and say
now tackle all that tree, and make a mask, you could test that kid over time with a
smaller knife, bigger knife, supervision and eventually he becomes an instructor. It's
exactly the same with credit.”

KI-C confirmed that without suitable financial capability credit can be harmful: “I think
that why people sort of have found themselves in debt | think to a certain extent it is an
education issue. People at the time they enter into these contracts they have sufficient
cash flow to manage them but then they don’t factor in the effects of rises in
administrative prices, fuel, etc. which then suddenly creates a problem for them and
they can’t manage the debt. That is when they get into trouble.”

KI-H also spoke about the success rate of financial literacy programmes: “Look
financial literacy has got an extremely low success rate just to start off with. We do i,
but if it's done in isolation of solution driven programmes you will get very little, poor
results, the reason is financial literacy’s primary concept is, is that you must spend less
than you earn. Most people understand that. The bigger problem lies around
managing the impulse control, the financial discipline and the financial abuse.”

KI-G confirmed that changing behaviour is a significant feat: “You know you have
achieved financial education or financial literacy if you can change behaviour of the
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people, so if | am the consumer, you know that you have achieved or succeeded by
teaching me to know the difference, what | can use my credit for, if it is consumption
whether it is beneficial or if it is not it’s just putting me into a debt trap. That is the only
test of you succeeding. In South Africa we haven’t really gotten that right.”

KI-D also showed mixed views about how effective disclosure of information would be
for similar reasons and highlighted that the marginal utility of borrowing is different for
every borrower: “If consumers were more aware of the cost, they understood the cost
better so that they can make a better judgement, but | think it is a bit of a pie in the sky.
By the way, consumers in the US don’t understand the cost of credit so why the flip do
we think we are going to get consumers with 50 per cent or 60 per cent worse
education. Even if we did understand the cost of credit would we really want to borrow?
It is how do you... what percentage... how does the percentage equate to the benefit of
buying a pair of school shoes for your children? It's very difficult. The awareness of the
cost is | think very difficult to argue.”

When it came to responsibility for the provision of financial education to enhance
financial capability there were divergent views. KI-A said: “Financial education as well
is something that will help, but | think it will help more on the part of the credit provider
at that point when a person is actually asking for the loan.”

Kl-J agreed: “l think micro lenders can’t take for granted anything. It is tough” ... “lt is a
tough place to do business because for the most part in other sectors the consumer is
required to take some responsibility for their purchase or for their taking out of a

contract.”

Even beyond that, Kl-1 was of the view that the borrower also has responsibility: “The
other side of this is consumer awareness and consumer education, that is everybody’s
responsibility, and | think everybody is shirking it. | am sorry to say, | mean it is also the
consumer’s responsibility to educate himself, if | buy a new bicycle, | read the
instructions, | need to set this thing up, before | go out on the road, when | test the
brakes there is nothing and now | land on another car, is that the car’s fault, maybe |
have an issue, at the moment with how we are almost creating a nanny state with
regards to credit, a person decides to go on to walk into the shop, he decides | need
this money and the money is really needed, and he decides to lie about his salary and
he decides to lie about his expenses.”
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By and large, the key informants saw financial capability as a condition for borrowers to
derive benefit from consumer loans. KI-G: “The biggest one [condition] is financial
literacy, | think it's for people to understand what you take the credit for, you don’t take
credit to go and settle your debts, it is not an income problem solver, and it’s not about
improving cash<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>