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ABSTRACT

Micro-lending has long been a controversial issue. Although old-age pensioners are
excited about the opportunity of accessing credit from micro-lenders, some are exploited.
The aim of the study was to investigate how old-age pensioners fall prey for micro-
lenders, who charge them high interest on small short-term loans.

The exploratory design was used for this investigation because it would provide the
researcher with an in-depth understanding of old-age pensioners’ experiences when
dealing with micro-lenders. The study is based on a case study of the three villages,
Mphagani, Zava, and Khashane (MZK), in the rural areas of Greater Giyani Municipality,

Limpopo province.

Most old persons are reliant on social grants to support themselves and their extended
families. Sometimes they need to supplement their income because of the responsibilities
that they have in their families. Micro-finance institutions are targeting women because
they are likely to be more reliable as borrowers and increased income is more likely to
accrue to the family and especially children.

The results of the study show that majority of old-age pensioners take loans from micro-
lenders. The reasons for borrowing micro loans are categorized into four major needs for
money: purchase of food, payment for health-care services, funerals, and education.
These micro-lenders are not compliant with the rules and procedures of the National
Credit Act.

Poverty is a serious challenge of people living in the rural areas. The purpose of the study
is to give suggestions and recommendations to government for interventions and
educational programmes in order to improve the socio-economic status of the old-age

pensioners.



ACKNOWLEDGEMENT

I would like to express my deepest gratitude and appreciation to the supervisor, Prof.
Kirov and his wife, for giving me special attention and guidance in the development of

this study.

Special thanks to my wonderful wife, Daphney for her love, support, encouragement and

her gentle way of advising me.

| express thanks to my children, three sons, Reggy, Lenny and Tiyisani as well as my
beloved daughter, Voningani. You are really my inspiration and the reason to work

tirelessly.

My sincere gratitude goes to the parents, my late father, Elias Mgayigayi and mother,

Mthavini N’wa-Magezi who continue to inspire, encourage and support me to study.

Thanks to my late brother, Solomon and sisters, Lisbeth and Lilly for their unwavering

support and motivation.

My inspiration and motivation to study come from my late grandparents, Folichi and

N’wa-Jim Ndlovu as well as Magezi and N’wa-Gwazele Mongwe.

I am thrilled and overwhelmed by the support and encouragement shown by all my

relatives, friends and colleagues. You do have a special place in my heart.



LIST OF ABBREVIATIONS AND ACRONYMS

AIDS Acquired Immune Deficiency Syndrome
APL Absolute Poverty Line

CGAP Consultative Group to Assist the Poorest
EBRD European Bank for Reconstruction and Development
FW Field Worker

GNI Gross National Income

HIV Human Immuno-deficiency Virus

IPD Initiative for Policy Dialogue

MFIs Microfinance Institutions

MFRC Micro Finance Regulatory Council
MFSA Micro Finance South Africa

MZK Mphagani, Zava and Khashane

NCA National Credit Act

NCR National Credit Regulator

NGOs Non-Governmental Organizations

RFF Rural Financial Facility

RFIs Retail Financing Institutions

ROSCAs Rotating Savings and Credit Associations
SACP South African Communist Party

SEF Small Enterprise Foundation

SEWA Self-Employed Women’s Association
SHGs Self-Help Groups

SMMEs Small, Medium and Micro-Enterprises
SUF Start-Up Fund

B Tuberculosis

UNDP United Nations Development Programme




LIST OF TABLES PAGE
Table 4.1 Involvement of old-age pensioners in micro-lending 38
Table 4.2 Gender of the borrowers 39
Table 4.3 Age distribution of the participants 41
Table 4.4 Iliteracy rate of the participants 43
Table 4.5 Employment status in the participants’ household 44
Table 4.6 Gender of the micro-lenders 45
Table 4.7 Reasons for taking loans 47
Table 4.8 Beneficiaries from the loans 50
Table 4.9 Loan amount 51
Table 4.10 | Repayment period of the loan 52
Table 4.11 | Interest rate paid by the participants 54
Table 4.12 | Providing a copy of the contract to the borrowers 56
Table 4.13 | Need to be educated about micro-lending 57
Table 4.14 | Facilitators of the participants’ education 58
Table 4.15 | Exploitation of the borrowers 59
FIGURE PAGE
Figure 4.1 | Gender of the borrowers 40
Figure 4.2 | Age distribution of the male participants 41
Figure 4.3 | Age distribution of the females’ participants 42
Figure 4.4 | Gender of the micro-lenders 46
Figure 4.5 | Reasons for taking loans 48
Figure 4.6 | Interest rate paid by the participants 54




Vi

TABLE OF CONTENTS

Declaration

Abstract

Acknowledgement

List of abbreviations and acronyms

List of tables

List of figures

CHAPTER 1

Background of the study

1.1. Introduction

1.2. Statement of the problem

1.3. Motivation for the study

1.4. Aim of the study

1.5. Objectives of the study

1.6. Research questions

1.7. Significance of the study

1.8. Definition of concepts

o o1 O B B W N

CHAPTER 2

Literature review on micro-lending in rural areas

2.1. Introduction

2.2. Socio-economic profile of old-age pensioners in rural areas of South
Africa

2.3. The role of microfinance and micro-lending for poverty alleviation

11

2.3.1. Theoretical understanding of micro-credit

12




vii

2.3.2. Group lending schemes 14
2.3.3. Women- the most reliable borrowers 15
2.4. International regulations and practices in micro-lending 17
2.4.1. Micro-lending regulations in different countries of the world 17
2.4.2. Grameen Bank model 18
2.5. Policy regulations and practices in South Africa’s micro-lending industry | 20
2.5.1. The influence of Usury Act on micro-lending 20
2.5.2. Microfinance institutions in South Africa 22
2.5.3. Informal micro-lending in South Africa 25
2.5.4. The National Credit Act 26
CHAPTER 3

Research methodology

3.1. Introduction 30
3.2. Research design 30
3.3. Area of study 31
3.4. Population 33
3.5. Sampling methods 33
3.6. Data collection methods 34
3.7. Data collection procedures 35
3.8. Methods of data analysis 36
3.9. Ethical considerations 36
3.10. Limitations of the study 37




viii

CHAPTER 4

Data presentation, analysis and interpretation

4.1. Introduction 38
4.2. Involvement of old-age pensioners in micro-lending 38
4.3. Gender of the borrowers 39
4.4. Age distribution of the participants 40
4.5. llliteracy rate of the participants 43
4.6. Employment status in the participants’ household 43
4.7. Micro-lenders as providers of the loans 45
4.8. Gender of the micro-lenders 45
4.9. The reasons for taking loans 47
4.10. The beneficiaries from the loans 49
4.11. The loan amount 51
4.12. The repayment period of the loan 52
4.13. The rate of interest 53
4.14. Providing a copy of the contract to the borrowers 56
4.15. Awareness of the participants about the conditions of borrowing 57
4.16. Facilitators of the participants’ education about micro-lending 58
4.17. Exploitation of the borrowers 59
CHAPTER 5

Conclusions and Recommendations

5.1. Conclusions 61
5.2. Recommendations 63




BIBLIOGRAPHY 68
APPENDICES

Appendix 1 | Map of the study area ( Mphagani, Zava and Khashane) 75
Appendix 2 | Questionnaire for all old-age pensioners 77
Appendix 3 | Questionnaire for old-age pensioners who are borrowers 81
Appendix 4 | Questionnaire for micro-lenders 84





CHAPTER 1

BACKGROUND OF THE STUDY

1.1. Introduction

Old-age pensioners who live in rural areas are mostly poor and find it difficult to sustain
themselves. Most old persons who live in rural areas depend on social grants to support
themselves. According to Hope (1999:483), the social security system is important to
those who are persistently poor, a group that includes pensioners many of whom will

continue to be reliant on state benefits.

In rural areas, most old-age pensioners are breadwinners because their family members
are not working. Widespread poverty creates conditions in which the poor have no access
to credit, and are unable to finance their children’s education (Todaro and Smith,
2006:221). The old-age pensioners in poor rural areas do not always enjoy the full benefit

of social grants because they have to share their payment with the entire families.

Sometimes old-age pensioners need to supplement their income because of the
responsibilities that they have in their families. According to Ross, Westerfield, Jordan
and Firer (2001:525), banks and other finance companies often require security for a
short term loan just as they do for a long-term loan. Banks are not available in villages
and their services are not accessible to old-age pensioners. Old-age pensioners are usually
forced to borrow money from micro-lenders when they need to meet some financial

obligations of their extended families.

According to Allen and Thomas (2000:396), small amounts of credit available to poor
people will provide ‘the missing link’ in enabling them to cover for their subsistence.
People who live in poverty sometimes borrow in order to satisfy their basic needs such as

food or pay for the education of their children or grandchildren.





Old-age pensioners should be aware of the consequences of borrowing money from
micro-lenders. It is important that they borrow money for things which will worth the
interest that they will pay in addition to the original loan. A person who borrows in order
to repurchase additional current consumption goods gets the benefit of those consumption
goods right away. The cost of that benefit is less future consumption (Landsburg and
Feinstone, 1997:73).

In South Africa, unemployment rate is high and families depend on social grant recipients
for survival. Old-age pensioners are not enjoying their benefits because they are resuming
a role of being a breadwinner and have to support the whole family (Ruiz and Lancy,
1999:15).

Lack of income is a challenge to most families, particularly those that are in rural areas.
According to Sloman and Sutcliffe (2000:263), the poor tend to get a larger proportion of
their incomes in social security benefits compared to people further up the income scale.
Old-age pensioners who are responsible for supporting their families are not enjoying

their right to benefit from social grants because of the financial constraints.

1.2. Statement of the problem

Since the establishment of the micro-lending industry in South Africa in the early 1990s,
poor people at Mphagani, Zava and Khashane (MZK) villages started to borrow money
from micro-lenders. The researcher observed that there are certain circumstances which
forced old-age pensioners in these villages to get loans from micro-lenders. The Sunday
Times (2000:4) published an article stating that with unemployment at around 40%,
pension money is often used to support an entire extended family, to buy food, and to pay

school fees.

IRIN News (2005:3) states that while the regular income flow that pensioners enjoy
makes them accessible to credit; it also makes them easy prey for loan sharks and so

called micro-lenders, who charge interest on small short-term loans at more than double





the rate of commercial banks. This may be caused by the fact that micro-lenders
encourage old-age pensioners to pay only the interest of the money they borrow every
month, and settle the debt at the end of the year. The micro-lenders claim to have the
interest of the old-age pensioners at heart, but in practice they rip them off.

According to Jonathan Morduch, cited by Meier and Rauch (2005:293), microfinance can
be regarded as a means to force people out of destitution and poverty, instead of acting as
an engine of growth. Old-age pensioners are expected to pay back the initial credit

together with the interest, and it often creates an economic crisis for them.

Old-age pensioners usually lack information about lending procedures and rules. They
are not concerned about the amount of the interest which will be added to the initial
credit. They are just interested in getting money so that they can purchase products or pay

for services they need.

The (SACP) South African Communist Party (2004:3) mentions that it is not unusual for
micro-lenders to charge up between 360% and 500% interest per year on small loans to
poor people, workers, and pensioners. The micro-lenders target old-age pensioners who

are vulnerable, because of their low-economic status and illiteracy.

1.3. Motivation for the study

The researcher observed with a great concern at pension’s pay points when some old-age
pensioners’ take-up loans from micro-lenders while others repay them. The government
provides the elderly people with pension grants to enable them to buy food and other
commodities to enhance their livelihood. However, they go home with little or no money

after paying off their debts.

On 14 May 2000, the Sunday Times published an article in which it indicated that about
60% of pensioners in the Northern Province (now called Limpopo) were in debt with loan

sharks. The researcher was prompted to look at this matter as many families are





impoverished due to ill-advised involvement in micro-lending. Instead of having the
standard of living for the old-age pensioners in rural areas improving, it is deteriorating

despite the pension grants that they receive.

This study relates immensely with the Master of Development Programme because it
deals primarily with poverty alleviation. The government is able to act against poverty
through the system of social grants, but this attempt is derailed due the participation of
old-age pensioners in micro-lending industry. Destructive effects of such a practice needs
to be thoroughly researched for improvements of the pensioners’ livelihood and social

development.

1.4. Aim of the study

The aim of the study is to gain an insight into the exploitation of old-age pensioners

by micro-lenders.

1.5. Objectives of the study

The main objectives of the study, arising from the aim, are defined in the following
tasks:

1.5.1. To identify problems which encourage old-age pensioners to borrow money
from micro-lenders.

1.5.2. To establish if old-age pensioners are assisted by micro-lenders to understand
the contracts that they sign.

1.5.3. To investigate on how micro-lending affects the lives of old- age pensioners in

rural areas; and

1.5.4. To derive some suggestions and recommendations concerning micro-lending.





1.6. Research questions

The following major research questions will be answered:

1.6.1. Which are the factors that encourage old-age pensioners to borrow money from
micro-lenders?

1.6.2. Do old-age pensioners get assistance from micro-lenders to understand the
contents of the agreement?

1.6.3. How does micro-lending affect the lives of old-age pensioners in the rural
areas?

1.6.4. How can micro-lending system be improved to serve the needs of the

pensioners?

1.7. Significance of the study

The study is expected to generate results which could be useful to policy makers
especially to monitor micro-lenders and to protect poor people from being exploited. The
findings of the study will add value to the knowledge base that exists about micro-

lending.

It will give other researchers an opportunity to reflect on how the micro-lending industry
affects old-age pensioners. It should also be important for the community members and
other stakeholders who may wish to use the findings as a basis for advocacy to intervene
and advise old-age pensioners about the implications of dealing with micro-lenders.





1.8. Definition of concepts

1.8.1. Exploitation

According to Government Gazette (2000:9), exploitation can be seen as lending a
borrower more than she/he needs or wants or charging them a higher rate than they
thought that they would be paying by adding on extra charges. Exploitation refers to the
process where micro-lenders grant loans to clients that exceed the clients’ ability to pay
off the loan, thereby getting them into financial trouble as a result of their dealings with
such lenders (MFSA:2). In this study, exploitation means the charging of high interest
rates to old-age pensioners by micro-lenders.

1.8.2. Old-age pensioner

According to Government Gazette (2005:5), an old-age pensioner is a person, in the case
of a woman, who has attained the age of sixty years and in the case of a man, has attained
the age of sixty-five years. However, in this study, old-age pensioner means any person,

who is sixty years or above, who is currently receiving a government social grant.

1.8.3. Micro-lender

Micro-lender is usually a professional lender who lends money from an established office
and is registered with the Microfinance South Africa and Micro Finance Regulatory
Council (MFSA: 1). In terms of Micro Finance Regulatory Council (MFRC) rules, micro-
lender means a close corporation, company, co-operative, trust, statutory entity, mutual
bank or bank which as part of its business advances micro-loans and which is registered
with the Council or to be registered with the Council as the case may be. In this study,
micro-lender is a company or person, registered or not registered, that lends money to

borrowers at a given interest rate.





1.8.4. Interest rate

According to Browning and Browning (1986:488), interest rate refers to the price paid by
borrowers for the use of funds. Interest rate is thus the price a borrower has to pay to
enjoy the use of funds which he or she does not own, and the return a lender enjoys for
deferring his or her consumption or parting with liquidity (Mohr, 2000:179). In this
study, interest rate is the amount added to the loan which has to be returned over a certain

period.

1.8.5. Loan

Loans are often liabilities of ultimate borrowers, are usually repayable by the end of some
predetermined period, and carry an obligation to pay interest (Bain, 1992:6). According
to Van Zyl, Botha and Skerritt (2003:22), loan is entitled to repayment at a specific time,
and receives a promise of some interest, share of profits, or other service as compensation

for the loan.

1.8.6. Poverty lines

According to Todaro and Smith (2006:205), international poverty line is the income less

than $1 adjusted, per day, per person.

South African national absolute poverty line (APL), derived for 1995, is R353 per month,
per adult.

South African national extreme poverty line (EPL), derived for 1995, is R194 per month,
per adult.





1.8.7. Absolute poverty

Absolute poverty is the standard of living below some minimally acceptable level of
income just adequate for subsistence (Todaro and Smith, 2006:205).

1.8.8. Extreme poverty

Extreme Poverty is the ultra- poor life with standard of living below the level of income

just enough for surviving (Todaro and Smith, 2006:205).





CHAPTER 2

LITERATURE REVIEW ON MICRO-LENDING IN RURAL AREAS

2.1. Introduction

The literature review is an important aspect of this study involving critical analysis of the
existing knowledge on the issue under investigation. It refers to the scrutiny of all
relevant sources of information (De Vos, Strydom, Fouche and Delport, 2002:131).
According to Polit and Hungler (1995:91), the task of reviewing research literature
involves the identification selection, critical analysis and written description of existing

information on the topic of study.

For the information to be relevant, it should relate with the topic of study, that is,
exploitation of old-age pensioners by micro-lenders in the rural areas of the Greater

Giyani Municipality in the Limpopo Province.

The sources reviewed in this study include among others, books, journals, newspapers,
government publications and other publications, dissertations and internet sources.
Literature review is based on socio-economic profile of old-age pensioners in rural areas
of South Africa, the role of microfinance and micro-lending for poverty alleviation,
international regulations and practices in micro-lending, policy regulations and practices

in South Africa’s micro-lending industry.
2.2. Socio-economic profile of old-age pensioners in rural areas of South Africa
Government Gazette (2005:5) indicates that the regulations for old-age pension grant in

South Africa is presented in section 32 of the Social Assistance Act 13 of 2004.
According to this Act, a woman is eligible for an older person’s grant if she has attained





the age of sixty (60) years. A man is also eligible for an older person’s grant if he has

attained the age of sixty five (65) years.

The Department of Social Development is responsible for providing social grants to the
old-age pensioners. According to Manuel (2007:8), social grants are well targeted and
account for a substantial share of the income of poor households. He further stated that
the old age pension will be increased by R50 to a maximum of R870 a month. The
Minister of Finance is responsible for increasing social grants every year during the

budget speech address.

According to the South African Statistics Council on Census 2001, 2 836 003 people are
recipients of old-age pension grant in South Africa. Of these old-age pensioners, 2 025
509 (71%) are women and 810 494 (29%) are men. Furthermore, it indicates that in
Limpopo province, 366 509 people are receiving pension grant and 273 005 (74%) are
women and 93 504 (26%) are men.

The social security system is important particularly to those who are persistently poor, a
group that includes pensioners, many of whom will continue to be reliant on state benefits
(Hope, 1999:483). The incomes from this system help to sustain the lives of many
individuals together with their extended families.

According to Edmonds (2006:398), there is a sizable decline in child labour, coupled with
an increase in schooling attendance and attainment when a household member becomes
pension eligible. It is further indicated that the incomes old-age pensioners get have

various positive effects within the family.

In the rural areas of Africa, where subsistence farming is predominant and shifting
cultivation is important, nearly all tasks associated with subsistence food production are
performed by women (Todaro and Smith, 2006:440). Old-age pensioners are very fond of
cultivating their fields. They usually produce maize, pumpkins, watermelons, beans, and

peanuts.

10





In the past, old-age pensioners used cattle and donkeys to till the land; but, tractors are
utilized these days. According to Todaro and Smith (2006:436), money is needed for
seeds, fertilizers and other inputs. It is also needed to cover additional requirements if the
household of an old-age pensioner shifts to the production of cash crops.

Old-age pensioners sometimes need money to help their family members who are in need
of financial assistance. For example, a grandchild may need money to further his or her
studies at a college and parents are unemployed. A loan taken by an old pensioner may
help the child to pursue his or her dreams (Cypher and Dietz, 2004:335).

According to Todaro and Smith (2006:399), AIDS is creating a virtual generation of
orphans in some African countries. Grandparents, foster parents or other relatives provide
a much needed combination of emotional and material support for these orphans. The low
socio-economic status of old-age pensioners makes it difficult for them to provide the

necessary support to their extended families.

Because men in the rural areas are mainly obliged to seek work in the mines and cities,
very often women and children are left behind with old-age pensioners to take care of
them. According to Duflo (2000:12), the pension is shared between members of the
household. The sharing of old-age pensioners’ income by all members of the household

affects the economic status of old-age pensioners.

2.3. The role of microfinance and micro-lending for poverty alleviation

Microfinance emerged in the 1970s as social innovators began to offer financial services
to the poor (Unitus, 2005:1). Microfinance institutions (MFIs) are responsible for offering
micro-credit loans to low-income households. Some theoretical issues on this topic will
be outlined under the headings: theoretical understanding of micro-credit, group lending

schemes and women- the most reliable borrowers.
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2.3.1. Theoretical understanding of micro-credit

In February 1997, the Micro-credit Summit in Washington brought together 2 900 people
from donor organizations, NGOs, and grass roots organizations in 137 countries to launch
a global movement to reach 100 million of the world’s poorest families, especially the
women of those families, with credit for self-employment and other financial and
business services, by the year 2005 (Allen and Thomas, 2000:122). Although some
people might have benefited from such attempt, but many people in rural areas are still

poor and need assistance.

According to Singh, Dawkins-Scully and Wysham (2007:1), micro-credit is often
portrayed as a “win-win” option, wherein investors profit handsomely while the poor gain
access to resources that allow them to help themselves. They further indicated that the
financial community has realized that there is a great deal of money to be made in micro-
lending, where interest rates can range from 20 to 100 percent. Although MFIs are
helping the poor but are also making profits in the process.

Todaro and Smith (2006:752) define microfinance as the supply of credit, saving
vehicles and other basic financial services made available to poor and vulnerable people
who might otherwise have no access to them or could borrow only on highly
unfavourable terms. Incomes from these loans can afford the poor to provide food,

education and health-care for the entire families.

Poor people, including old-age pensioners are sometimes denied the right to get credit
because of their socio- economic status. Harvey (1983:151) indicates that lending money
to the poorest is extremely risky. This statement can be mostly supported by the banks
which are reluctant to offer credit to the poor. Microfinance institutions are playing a
significant role of empowering the poor to improve their own lives by providing them

with credit.
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Singh, et al (2007:1) further stated that the World Bank has its own micro-lending arm,
the Consultative Group to Assist the Poorest (CGAP). The programme was announced at
the 1995 Fourth World Conference on Women in Beijing by its president James
Wolfensohn. It was claimed that CGAP would improve access to micro-credit for the

world poorest citizens, particularly women.

According to the (EBRD) European Bank for Reconstruction and Development (2005:1),
micro-lending stimulates job creation, poverty alleviation and grass-root economic
development. It further indicated that the programme is expanding in rural areas, giving

the agricultural community easier access to finance.

Non-profit organizations, such as Unitus are dedicated to reducing global poverty by
increasing access to microfinance. According to Unitus (2006:1) 1 million families now
have access to life-changing loans that give them the chance to work their way out of
poverty. These loans of as little as $100 enable the working poor to start small businesses
and lift themselves and their families out of poverty.

Chimwemwe (2004:1) reported on the tendency of micro-lending companies in South
Africa to violate the Usury Act which allowed annual interest rate charged to borrowers.
This indicates that there are some micro-lenders who sometimes charge borrowers
unreasonably high interest rates despite the availability of the rules stipulated by the

Micro Finance Regulatory Council (MFRC).

According to (IPD) Initiative for Policy Dialogue (2006:2), once access to credit is
established, the individual recipients of a loan have the means to make the other rights
possible through their own efforts. People in rural areas have many challenges and a loan

can be the beginning of new exciting things to come.
The Deputy Minister of Department of Trade and Industry, Lindiwe Hendricks in her

speech (2002:20) stated that the reason people find themselves borrowing is in part linked

to the unemployment and poverty challenges that we face as a country. People may take

13





loans not because they are willing to do so, but due to financial situations of their

families.

2.3.2. Group lending schemes

In group lending schemes, a group of potential borrowers forms an association to borrow
funds from a commercial bank, a government development bank, an NGO, or a private
institution (Todaro and Smith, 2006:752). The group allocates funds to individual
members and they in turn, have the responsibility of repaying the group. The group is

responsible for the repayment of the loan to the lender.

According to Churchill (1999:3), the group mechanism reduces the risks and costs
associated with providing small loans to low income persons who lack traditional
collateral, business plans, business records and credit histories. Members of the group
usually come from the same village and can join groups with members that they believe
can repay their loans.

The Grameen Bank of Bangladesh is one of the most successful examples of group
lending schemes in rural areas. According to Todaro and Smith (2006:242), the Grameen
relies on what could be called the ‘collateral of peer pressure’. It means that social
pressure is placed on members to repay the loans. Unless the initial borrowers in a group

repay, the other members do not receive the loans.

According to (UNDP) United Nation Development Programme report (1997: 14), Small
Enterprise Foundation (SEF) has demonstrated that effective group lending is possible in
the rural areas of South Africa. It further indicated that 71 per cent of the borrowers are

female, reflecting the general attraction and relevance of micro-lending to women.

According to Todaro and Smith (2006:752), local rotating savings and credit associations

with group lending schemes are more reliable forms of informal finance. Rotating savings
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and credit associations (ROSCAs) can be found in diverse countries such as Mexico,

Bolivia, Egypt, Nigeria, Ghana, the Philippines, Sri Lanka, India, China and South Korea.

ROSCAs are essentially a group of individuals who come together and make regular
cyclical contributions to a common fund. It is formed by a group of up to 50 individuals
who select a leader that collect a fixed amount of savings from each member. This fund is
then allocated on a rotating basis to each member as an interest- free loan. In South
Africa such groups are referred as “stokvels”(Mphulo, 2004:27).

A major strength of group lending schemes is the feature of group liability. According to
Churchill (1999:4), the collective coming together of individual members is used for a
number of purposes such as education and awareness building, collective bargaining
power and peer pressure. In a case where a member fails to pay, the group may honour

the commitment to pay.

2.3.3. Women —the most reliable borrowers

According to Allen and Thomas (2000:397), the rationale for targeting micro-credit
programmes towards women is because they are likely to be more reliable as borrowers
and increased income is more likely to accrue to the family and especially children. Rural
women, in particular, usually stay in their villages while men migrate to urban areas to

seek employment.

A recent World Bank report confirms that societies that discriminate on the basis of
gender pay the cost of greater poverty, slower economic growth, weaker governance and
a lower living standard for all people (Unitus, 2005:4). Many households are headed by
women, who ensure that children in those families are cared for, in terms of health,

education, shelter and better food.

Women in the rural areas have a difficult task of raising children and looking after the

family, while men have gone to the urban areas to look for employment. According to
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Gutie'rrez (2003:29), women tend to spend more on children and household needs and

men tend to be skewed towards leisure commodities and goods that are status symbol.

According to Meier and Rauch (2005:323), lending to women can also be a benefit from
a financial perspective. Women are more focused to the needs of the family and can do
anything, like borrowing money to buy food for the entire family or starting a small

business to support them.

Studies in Latin America and Asia have found that where credit is available to women
with informal sector micro-enterprises, repayment rates have equaled or exceeded those
for men (Todaro and Smith, 2006:334). Women are able to make productive use of the

capital and usually their rates of return are high.

The Grameen Bank in Bangladesh has over two million borrowers, 95 per cent of whom
are women, receiving loans that total $30-40 million per month (Meier and Rauch,
2005:323). This indicates the significant contributions that women are playing in

alleviating poverty through microfinance.

In India, a number of self-help groups (SHGs) were created in the 1980s to provide credit
facilities to the poor, especially women, in both urban and rural areas. When these SHGs
started to target women, repayment rates came in well over 95 percent, higher than most
traditional banks (Singh, et al, 2007:1)

Self-employed Women’s Association (SEWA) of Ahmedabad, like Grameen Bank, had
successes in the process of making small loans to the poor. According to (Singh, et al,
2007:2) micro-lenders like SEWA combine low-interest microloans with labour advocacy
on behalf of women employed in the informal sector for provision of health care, training
and other services, thereby raising the wages, educational levels, and standard of living

for the women it serves.
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2.4. International regulations and practices in micro-lending

This section offers a discussion on some financial regulations and practices in micro-

lending, being successful in other countries of the world.

2.4.1. Micro-lending regulations in different countries of the world

In Australia, legislation emphasizes full disclosure, provision of regular statements and
notices, power for courts to address unjust contracts and scrutinize unfair interest rate
charges or levying of fees (Government Gazette, 2000:48). A national strategy is in place
to educate the customers about responsible credit use and reduce financial over
commitment. Counselling is provided through 31 agencies financed by the Federal
Government and the emphasis is placed on isolated customers, low-income families and

social security recipients.

In the United States, a micro-lending program was started in 1992 using nonprofit
intermediaries that extend loans mainly to small businesses with average loans in the
$2,000 range (IPD, 2006:6). It further stated that the removal of rate ceilings brought
more and new competitors to the market with resultant positive impact on the price and
availability of consumer credit.

In Belgium, there is a ceiling on interest rates which is revised every six months. A lender
should provide a loan after ascertaining that the borrower is in a good position to pay the
loan. “Reckless” lending may result in the courts punishing creditors by allowing the
interest to be reduced or forfeited to compensate the customer (Government Gazette,
2000:48).

According to the report by Development Gateway (2006:1), Microfinance Institution in

Germany was founded in April 2004 in order to establish within two years a standardized

nationwide micro-lending system. In 2005, pilot projects were introduced to evaluate the
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efficiency of micro-lending in Germany from the point of view of the participating bank,

the non-profit institutions and the government.

The consumer credit act was passed in Spain in 1995 (Government Gazette, 2005:48). It
followed closely the European Union approach, focusing on the availability of
information to the consumer. The Bank of Spain also runs a complaint service where
customer can lodge complaints on unfair practices. They have a Usury Act but the ceiling
IS to the discretion of a judge on the case by case basis.

In a report by (IPD) Initiative for Policy Dialogue (2006:6) micro-lending in Brazil has
just started to take off. Brazil has a consumer protection code. The code provides rules for
access to information and public consumer protection agencies are entitled to receive and

handle complains.

According to Microfinance Corporation (2005:1), government encouragement of lending
services in countries like the Philippines and Vietnam creates an enormous demand for
the expansion of small businesses. It is indicated that there is a growing market of lending

activities in East Asia provided by non-government organizations.

2.4.2. Grameen Bank model

According to Mphulo (2004:31), the Grameen Bank was introduced as a financial
institution to provide financial services to low-income rural households that had no
access to formal sector credit institutions. The poor were afforded the opportunity to
contribute meaningfully in the mainstream economy through accessing credit from the
bank.

The Grameen Bank was created by Professor Muhammad Yunus in Bangladesh. This

idea of establishing a bank was conceived by Yunus in 1976 and became real in 1983.

According to Todaro and Smith (2006:241), Yunus had become convinced from his
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research that the lack of access to credit on the part of the poor was one of the key

constraints on their economic progress.

According to New York Times, in Meier and Rauch (2005:322) Yunus found that most
villagers were unable to obtain credit at reasonable rates, so he began by lending them
money from his own pocket, allowing the villagers to buy materials for projects like
weaving bamboo stools and making pots. Grameen’s total annualized interest rate on its
basic working-capital loans has been kept at 16% (Todaro and Smith, 2006:242).

Todaro and Smith (2006:242) further indicated that for potential borrowers to qualify for
loans, they had to form five-member groups. These members had to undergo a two-week
training session before anyone can secure a loan. It was followed up with weekly group
meetings with a bank officer. They did not have to cosign or jointly guarantee each
other’s loans. However, a strong social pressure was placed on everyone to repay the

loans.

Borrowers were offered additional financial incentives to repay loans within the specified
time. Each individual borrower could increase by 10% the amount that he or she could
borrow each year provided he or she had repaid the loan in time. For the group, if there
was 100% attendance at meetings and all loans were repaid, each borrower could increase

the borrowing by additional 5%, raising the borrowing ceiling by 15% per year.

Members who were unable to repay were allowed to restructure their loan, repaying at a
slower rate, with some limited refinancing as needed. According to Grameen Bank,
defaults were reduced to essential zero. Most borrowers wished to reestablish their credit
and resumed their rights to borrow increasing sums, so they worked hard to get and keep

their loans up to date.

Allen and Thomas (2000:396) also stressed that the Grameen bank model is a fast

growing rural bank, which has diversified into a range of other financial services and
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business support activities. This bank of Bangladesh is a good example that banks can be

established in village areas in order to service the poor.

The Norwegian Nobel Committee has chosen Muhammad Yunus as the winner of the
Nobel Peace Prize 2006. Muhammad Yunus (2006:4) in his Nobel lecture indicated that
the idea which began in Jobra, a small village in Bangladesh, has spread around the world

and there are now Grameen type programmes in almost every country.

Mohammad Yunus further indicated that Grameen Bank gives loans to nearly 7 million
poor people, 97% of whom are women. He stated that they focused on women because
they realized that giving loans to women brought more benefits to the family. More and

more women are contributing positively to the economic growth of the world.

2.5. Policy regulations and practices in South Africa’s micro-lending industry

The discussion on this issue will be focused on the following aspects: the influence of
Usury Act on micro-lending, microfinance institutions in South Africa, informal micro-
lending in South Africa and the National Credit Act.

2.5.1. The influence of Usury Act on micro-lending

Micro-lending industry was started in South Africa to cater for those poor people who
could not get assistance from the banks. They were considered ‘unbankable’ because of
their financial status. The Usury Act was introduced in order to protect the poor by

imposing an interest rate ceiling on loans provided by money-lending institutions.

According to Du Plessis, in Mphulo (2004:46), one of the aims of the original Usury Act,
Act N0.37 of 1926, was to protect individuals from money-lenders who charge excessive
rates of interest. This is achieved by the Act placing a ceiling on the price that may be

charged for personal loans to natural persons.
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The apartheid government acknowledged the importance of this industry and came up
with the Usury Act, 1968 (Act No. 73 of 1968) to ensure that the industry was well
regulated (Government Gazette, 2000:36). It also protected the population from
exploitation by lenders. It imposed an interest rate ceiling on loan finance provided by

money-lenders.

In 1992, the government introduced the Exemption to the Usury Act of 1968 in order to
remove interest rate ceilings on small loans under R6000. The micro-lending industry
started to grow and many small businesses emerged to offer loans to the poor. According
to Government Gazette (2000:9), micro-lending in South Africa has veritably exploded

over the past eight years since the Exemption to the Usury Act in 1992.

According to Marsh and Saran (1999:30), the 1992 exemptions of the Usury Act were
introduced as a legislative attempt to increase funding available for Small, Medium and
Micro-Enterprises (SMMEs). The interest rate ceiling placed by the apartheid
government was inconsiderate on organizations or businesses willing to operate in the

small loans market.

According to IPD (2006:5), Micro Finance Regulatory Council was created in South
Africa in1999 and charged with the responsibility of promoting the sustainable growth of
the microfinance industry. The MFRC has been established in accordance with the Usury
Act Exemption Notice of 1 June 1999.

The MFRC is an association incorporated under Section 21 of the Companies Act and
has been recognized as the official and single regulator of all money- lending transactions
falling within the scope of the Usury Act Exemption Notice. It is obliged to assist the

consumers and the money-lenders.
According to Micro Finance Regulatory Council, lenders should comply with the

conditions of the Usury Act Exemption Notice of 1999. Micro-lenders should follow the

rules pertaining to lending activities.
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Mphulo (2004:52) summarized the rules as follows:

e The business must display a copy of their MFRC registration certificate in the
office stipulating complains procedures.

e Standard contracts containing terms and conditions of loans and explaining the
rights of consumers and lenders should be used.

e Consumers should be given information about the total amount to be paid,
interest charges payable, monthly instaliment and the repayment period before
signing a contract.

e Important clauses in the contract must be explained to the consumer who has to
be given a copy of the contract before or at the time of the given loan.

e The lender must, when asked, give the borrower a statement setting out all
charges levied, all payments made, and the balance.

e |If the loan is declined the consumer is entitled to know the reasons and the
borrower has a three-day cooling off period.

e A lender can only have someone blacklisted with a credit bureau after 28
calendar days of a written notice being sent to the consumer.

e Lenders may not use the personal information of consumers such as pin codes
and bank cards.

e Lenders cannot ask borrowers to sign blank contracts.

2.5.2. Microfinance institutions in South Africa

The democratic government of South Africa published a White paper on National
Strategy for the Development and Promotion of Small Businesses in South Africa on
March 20, 1995. The government acknowledged the role that is played by Small,
Medium, and Micro- Enterprises, micro-lending industry included, in job creation and

meeting the needs of the poor.

The White Paper further highlighted the pivotal role that is played by the small business
sector. It plays a crucial role in people’s efforts to meet basic needs and help
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marginalized groups, like female heads of households, disabled people and rural families.

Small businesses are helping rural people, particularly women to alleviate poverty.

According to the UNDP report (1997:3), Khula Enterprise Finance Limited was created
in 1996 to improve accessibility of finance for small, medium and micro-enterprises. It
was established to assist SMMESs because lending institutions are reluctant to assist them

as they could not meet the criteria.

Khula’s mission is to ensure enhanced availability of loan and equity capital to SMMES
through sustainable Retail Financing Institutions (RFIs). It developed micro-finance
institutions (MFIs) such as Get Ahead Foundation (GAF), Small Enterprise Foundation
(SEF), Rural Financial Facility (RFF) and Start-Up Fund (SUF). These MFIs offer loans
to the poor who form groups to access the loans (Mphulo, 2004:38).

Small Enterprise Foundation is a micro-finance institution which offers loans to the poor
who form solidarity groups to access the loans. The money is used in commercial
activities, which generate profit. Members of the groups are expected to support each

other and this encourages people to repay the loans.

Small Enterprise Foundation as one of the micro-finance institutions in South Africa
follows the modus operandi of Grameen Bank. Its mission is to work aggressively
towards the elimination of poverty by reaching the poor and the very poor with a range of

financial services to enable them to realize their potential (SEF, 2004:4).

People with small businesses and those who are interested in starting small businesses are
expected to form groups of five (5) people in order to get assistance from SEF. The
groups should elect 3 people to serve as the Chairperson, Secretary and Treasurer. The
members of the group should live close to each other, no relatives, relatively the same age
(maximum age gap 15 years) and same economic condition.

The field worker (FW) must train all groups for 4 days and all members must be present

at all sessions. FW must visit all the members’ houses and to check their homes and
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businesses thoroughly. The Branch manager must come and ascertain if the groups meet

all the requirements for the loans.

The amount of interest rate depends on the term of repayments. The groups have the
option of repayments period of 8 fortnights, 4, 6 and 10 months. The interest rates vary
from 16 to 40 per cent depending on the repayments period. Members of the groups can
borrow a maximum amount of R500 in their first loan term. Members will earn credits to
borrow more depending on their attendance of the meetings and their repayments of the

loans.

SEF gives loans and also advises the borrowers to save money. Each group must open a
savings book from the Post Office. The loans are transferred into the group’ savings book
to be distributed to all the members. They must also save their own money for their own

purposes.

The field worker will introduce the groups to the centre (other existing groups). The zonal
manager will come and examine or test the group. The group should know their interests,
how they are going to pay and what they should do after receiving their loans. After
granting of the loans, the FW must make regular visits to the borrowers to ensure that
businesses are run smoothly and give advises to the groups.

The groups hold meetings every fortnight where they make payments, savings, give
business advises to each other and discuss development matters. These meetings are
called centre meetings. The signatories are not allowed to keep the savings book. In the
first loan term, each group must leave R200 in their savings book when they make

withdrawals, R400 in their second, R600 in their third loan term, etc.
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2.5.3. Informal micro-lending in South Africa

The emergent of informal micro-lending is characterized by the failure of the commercial
banking sector to provide adequate financial services to the majority of the poor living in
rural areas. These people are incapable of using the services of the banks as they lack

collateral required to meet the credit requirements.

According to Jackelen (1988:3), informal microfinance institutions have certain
procedures that are favourable to rural poor, in that finance is granted on the basis of
personal knowledge instead of collateral, which clients generally do not possess. Credit is

extended in small amounts and for short period.

Informal credit markets are community initiated, usually in close proximity to clients and
easily accessible which reduces the borrower’s transaction costs (Christedolou, Kirsten
and Badenhorst, 1993:3). They usually operate so that specific needs of people in rural

communities regarding finance can be met, such as paying for incidental expenses.

Moyo, Musona, Mbhele, and Coetzee (2002:9) also indicated that informal microfinance
institutions are community initiated, easily accessible to the community, and therefore
expected to have relationships with poverty alleviation. Examples of these institutions are
the burial societies, stokvels, reciprocal lending arrangements and micro-lenders

(Mashonisas).

The location of rural areas in relation to towns is one of the factors that encourage the
rural people to use informal micro-lending (Miracle, Miracle and Cohen, 1980:2). This is
in relation to the fact that banks are exclusively found in towns where they are not
accessible to rural people. They further stated that about 70 per cent of the commercial
bank major offices and outlets in South Africa are in urban areas.

According to Jiggins (1985: 164), the use of informal micro-lending by rural women is

attributed to their awareness of their vulnerability to hardships such as desertion, divorce,
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prolonged separation and full burden of bringing up children. In this instance, micro

credit is used to address poverty in rural areas.

Despite the importance of micro-lending, some micro-lenders charge excessive interest
rates that are exploitative to consumers. People therefore tend to rely on humanity or
norms as regulatory arrangements (Smets, 2000:19). This may have negative impact on

poverty alleviation.

2.5.4. The National Credit Act

The National Credit Act No. 34 of 2005 was implemented in South Africa on 1 June
2007. According to Government Gazette (2006: 2), the National Credit Act (NCA) was
introduced to repeal the three pieces of legislation which were considered outdated,

fragmented and ineffective. These legislatives are:

e Usury Act of 1968
e Credit Agreements Act of 1980
e Usury Act Exemption Notice of 2003

Furthermore, it is indicated that the purpose of the NCA is to promote a fair and non-
discriminatory marketplace for access to consumer credit and for that purpose to provide

general regulation of consumer credit and improved standards of consumer information.

However, the article on the Sunday Times (2007:13) summarized the purpose of NCA as
to make credit available to all South Africans in a fair and responsible way and to ensure
that the rights of consumers (customers) and credit providers are protected. The Act
covers a wide range of financial transactions, including loans, mortgage bonds, credit

cards, personal and vehicle finance and store cards.

The article on the Sunday Times (2007:13) stated that the NCA is all about protecting the

rights of consumers and helping them to make informed decisions about financial
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products. According to Government Gazette (2006:68), a credit provider should not enter
into a credit agreement unless he or she has given the consumer a pre-agreement

statement and quotation in the prescribed form.

The Act further indicates that the quotation should declare the cost of credit to the
consumer upfront so that there are no hidden costs. This will help the consumer to make
an informed decision when they want to buy something on credit. It also requires an
explanation of the quotation to the consumer.

The main components of the cost of credit (Government Gazette, 2006: 70) are:

e Principal debt
e Initiation fee
e Service fee

e Interest

e |nsurance

According to Sunday Times (2007:13), the Act also regulates the information regarding
the advertising practices of credit. Once someone makes a statement about credit, he or

she must provide four items of information. These are:

e What the monthly repayment is;
e How many repayments there are;
e The total sum of all the repayments over the term; and

e The interest rate charged.

The NCA also highlights on the issue of reckless credit. According to Government
Gazette (2006: 58), the Act stipulates that credit providers must not enter into a credit
agreement without first taking reasonable steps to assess the consumer’s general
understanding and appreciation of the following: the risks and costs of the proposed
credit and their rights and obligations under a credit agreement.
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It further indicates that a credit agreement will be deemed reckless if the credit provider
failed to conduct an assessment on the ability of the consumer to fulfill the monthly
payments and if the assessment indicated that the credit agreement would make the

consumer over-indebted.

One of the goals of the National Credit Act is to promote and advance the social and
economic welfare of South Africans by promoting responsibility in the credit market.
This Act encourages responsible borrowing, avoidance of over-indebtedness and
fulfillment of financial obligations by consumers, that is, encouraging consumers to

borrow less money thereby being able to pay their monthly debts.

Therefore, in terms of the National Credit Act (Government Gazette, 2006:24), the
National Credit Regulator (NCR) has to regulate the credit market industry. The purpose
of the NCR is to:

e Register credit providers, credit bureau and debt counselors;

e Suspend or cancel registration issued in terms of this Act;

e Promote informal resolution of disputes between consumers and credit provider or
credit bureau;

e Receive complaints concerning alleged contraventions of this Act;

e Investigate and prosecute any non-compliance by the credit provider;

e Refer matters to the Tribunal and appearing before Tribunal,

e Deal with any other matter referred to it by Tribunal;

e Provide guidance in the credit market industry; and

e Monitor trends in the credit market industry.

According to Government Gazette (2006:36), the NCR has to register the credit bureau. It
is responsible for receiving reports of or investigating credit applications, credit
agreements, payment history or patterns and consumer credit information relating to
consumers or prospective consumers. It also compiles, maintains and issues data from the

reports concerning consumers applying for credit.
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The Government Gazette (2006: 37) further stipulates that the NCR should register Debt
Counsellors and ensure that they comply with certain requirements of the Act and the
regulations. In terms of this Act, Debt Counsellors cannot be part of organizations that

provide credit, debt collection agencies or credit bureau.

Furthermore, debt counselling is provided to over-indebted consumers and should involve
the re-structuring of their debt repayments. This service should be available to consumers
who are unable to honour, in a timely manner, all credit agreements to which they are

party, as indicated by their history of debt payments.
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CHAPTER 3

REASERCH METHODOLOGY

3.1. Introduction

Research methodology focuses on the research process and the kind of tools and
procedures to be used (Babbie and Mouton, 2001:75). According to Leedy and Ormrod
(2001:12), research methodology is the general approach the research takes in caring out
the research project. This approach dictates the particular tools the research selects.

The research has two approaches; namely, qualitative and quantitative approaches.
Creswell, in DeVos, Strydom, Fouche and Delport (2002:79) define quantitative study as
an inquiry into a social or human problem, based on testing a theory composed of
variables, measured with numbers and analyzed with statistical procedures in order to

determine whether the predictive generalizations of the theory hold true.

Qualitative research is the research that aims at understanding social life and the meaning
that people attach to their everyday life. According to Creswell (1997:15), qualitative
research is an inquiry process of understanding based on distinct methodological

traditions of inquiry that explore a social or human problem.

3.2. Research design

A research design is a plan or blueprint of how one intends conducting research (Babbie
and Mouton, 2001:74). Polit and Hungler (1995:139) define research design as a
researcher’s overall plan of obtaining answers to the research or for testing the research
hypothesis. It indicates the basic strategies that the researcher utilizes to gather

information that is accurate and interpretable.

30





The research approach employed in this study is a qualitative approach. According to De
Vos et al. (2002:105), qualitative methodology rests on the assumption that valid
understanding can be gained through accumulated knowledge acquired first-hand by a
single researcher. It was selected because it elicits participants’ own accounts of

meanings, experiences or perceptions.

According to Newman (2006:152), qualitative researchers emphasize intimate firsthand
knowledge of the research setting; they avoid distancing themselves from the people or
events they study. It means taking advantage of personal insight, feelings, and human

perspectives to understand social life more fully.

The researcher has chosen an exploratory design for this investigation because the
involvement of old-age pensioners in micro-lending in the rural areas of South Africa has
not been thoroughly studied. According to De Vos et al. (2002:109), the need for such a
study could arise due to lack of basic information on a new area of interest, or in order to
become acquainted with a situation so as to formulate a problem or develop a hypothesis.

Exploratory studies are most typically done to satisfy the researcher’s curiosity and desire
for better understanding (Babbie and Mouton, 2001:80). This research design was chosen
with a view that it would yield new insights into a topic of research. The researcher
thought that it would provide him with an in-depth understanding of the old-age

pensioners’ experiences when dealing with micro-lenders.

3.3. Area of study

The study was conducted in three villages; namely, Mphagane, Zava and Khashane
(MZK). These villages are found along the Great Letaba River. They fall under Dzumeri
Traditional Authority in the Greater Giyani Municipality in the Limpopo Province. The
Dzumeri Traditional Authority is situated about 33km South of Giyani (Locality Map,
Appendix 1).
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The population of MZK villages is 14 177; that is, 5 590 at Mphagani, 5 677 at Zava and
2 910 at Khashane. These villages are kept mainly under the leadership of the house of
traditional leaders. The headmen of Mphagani, Zava and Khashane villages are Malatji,
Mabunda and Mongwe respectively. The MZK villages are the home to a mixture of
Tsonga and Northern Sotho speaking people.

The MZK villages had their primary schools in the early 1970s. Secondary schools were
built in these villages in the 1980s. Many old people in these areas are illiterate.
Although some youths are able to pass grade 12, but most of them are unable to further

their studies at tertiary institutions.

Health-care facilities are serious challenges in these villages. Zava is the only village with
a clinic whereas the other two villages, Mphagani and Khashane have nothing. They are
expected to walk long distances about seven to thirteen kilometers in order to access
health- care services. There is no proper sanitation system; few families have pit toilets
whereas others depend on the bush to relieve themselves.

Some men have migrated to Gauteng and usually come home during the festive seasons.
Families have to survive during the year without their financial support. The women are
left behind to take care of the families and rely on subsistence farming, working on the

nearby farms, selling vegetables, chicken and liquor to make ends meet.

Unemployment rate in MZK villages is high. Some men work on farms and earn wages
less than R500 per month. Other men who are unemployed depends their lives on some
casual work to earn a living. They chop woods, build and roof modern and mud houses.
People are living in poverty that old-age pensioners are becoming breadwinners in most

of the families.
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3.4. Population

According to De Vos et al. (2002:198), population is defined as the total set from which
the individuals or units of the study are chosen. While Bless and Higson-Smith (2000:84)
define a population as the entire set of objects or people which is the focus of the research

and about which the researcher wants to determine some characteristics.

This study has two population groups; that is, old-age pensioners and micro-lenders. The
old-age pensioners and micro-lenders reside at Mphagani, Zava, and Khashane villages.
The old-age pensioners who were sixty years and older, who had or had not used the
services of micro-lenders were chosen as the population of the study. Micro-lenders were
also chosen because they give loans to old-age pensioners.

The old-age pensioners of the MZK villages were estimated at about 500, that is, 180 at
Mphagani, 200 at Zava and 120 at Khashane. Micro-lenders were also estimated at about
10 at MZK villages, that is, 3 at Mphagani, 5 at Zava and 2 at Khashane.

3.5. Sampling methods

Newman (2006:219) defines a sample as a small collection of units from a much larger
collection or population, such that the researcher can study the smaller group and produce
accurate generalizations about the larger group. Population is defined as the total set from

which the individuals or units of the study are chosen (De Vos et al, 2002:198).

A simple random sampling was employed in this study. This type of sampling is suitable
for a homogeneous population providing an equal chance for every unit to be chosen (De
Vos et al, 2002:205). According to Bless and Higson-Smith (2000:87), simple random
sampling is a sampling procedure which provides equal opportunity of selection for each

element in a population.
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Quota sampling was used when selecting old-age pensioners and micro-lenders to
participate in this study. This was done to ensure that the sample had the same
characteristics as the whole population. According to De Vos et al. (2002:207), quota
samples are often used to draw a sample that is as close to a replica of the population as

possible and that represents the population as such.

The researcher has determined the sample at 20% (100 old-age pensioners) of the
population of 500 pensioners. Participants were selected proportionally from the three
villages, that is, 38 at Mphagani, 40 at Zava and 22 at Khashane. This means that 100
old-age pensioners were chosen for this field of study. Quota sampling was utilized when

selecting 72 old-age pensioners who were borrowers or had been borrowers.

Micro-lenders were also selected from the Mphagani, Zava and Khashane villages to
participate in this study. All ten possible micro-lenders were selected, meaning that 3
came from Mphagani, 5 from Zava and 2 from Khashane. Micro-lenders were selected to
enable them to explain how they conduct business of lending money to old-age

pensioners.

3.6. Data collection methods

According to De Vos et al. (2002:165), it is thus essential that we understand certain
concepts and principles that are fundamental to measurement before considering the
specific measuring instruments. A research project stands or falls on the quality of the
facts on which it is based (Bless and Higson-Smith, 2000:97).

This study has used semi-structured interviews. The researcher has conducted semi-
structured interviews with old-age pensioners who were willing to talk about their
experiences with micro-lenders. Micro-lenders were also interviewed in order to afford
them the opportunity to give their side of the story. Mouton (2001:197) maintains that
interviews emphasize the relativism of culture, the active participation of the interviewer

and the importance of giving the interviewee a voice.
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The researcher had conducted interviews because they are the most direct method of
obtaining qualitative data from the respondents, who were predominantly illiterate,
particularly the old-age pensioners. Bless and Higson-Smith (2000:105) indicated that an
interview involves direct personal contact with the participant who is asked to answer

questions relating to the research problem.

3.7. Data collection procedures

The permission to conduct this study was sought from the headmen and members of the
civic organizations from the three villages, that is, Mphagani, Zava and Khashane. The
researcher was expected to speak to the potential participants, the old-age pensioners and
the micro-lenders after the granting of the permission.

The researcher made an appointment with the old-age pensioners who were predominate
participants in the study for an interview. The nature of the study was explained to the
old-age pensioners and it was clearly indicated that participation was on a voluntary
basis. The date of the interview was agreed upon by all parties, that is, the researcher and
the participants. The same procedure was followed when communicating with the micro-

lenders.

The semi-structured interviews were conducted at a date which was agreed upon with the
participants. The researcher conducted interviews with all the participants, on a one-to-
one basis to gather information. The interview sessions comprised a combination of
standardized open-ended and close-ended questions so as to minimize the interviewer’s

effects on the participants.

The researcher prepared two questionnaires which were used to interview the old-age
pensioners. The first questionnaire was used to interview all old-age pensioners (100)
who participated in this study, whether they borrowed or not borrowed money from
micro-lenders. The second questionnaire was only used to interview old-age pensioners

who indicated that they had borrowed or were still borrowing money from micro-lenders.
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The researcher also prepared a questionnaire which was used to interview the possible

micro-lenders of MZK villages.

3.8. Methods of data analysis

According to Bless and Higson-Smith (2000:137), data analysis is conducted so that the
researcher can detect consistent patterns within the data, such as the consistent covariance
of two or more variables. Data analysis is about interpretation of the collected data for the
purpose of drawing conclusions that reflect on the interests, ideas, and theories that
initiated the inquiry (Babbie and Mouton, 2001:101).

This study employed different techniques in presenting data, among others, categories,
tables and charts, such as pie and bar charts. Data collected from participants was
grouped and presented in categories. These data was also presented in tables in an orderly
manner. Charts were utilized to visually display data in an effective and easy to interpret

way.

Collected data was critically analyzed and interpreted to enable the researcher to have
better understanding of the matter being investigated. The researcher was able to search
for other plausible explanations of these data and the linkages among them.

3.9. Ethical considerations

The researcher was able to establish a good rapport with the participants to ensure the
success of the research project. The participants were showed the respect that they
deserve and their rights were also respected. According to Mouton (2001:243), the most

basic rights of respondents in a research project are:
e The right to privacy.

The researcher should inform the participants that they have the right to refuse to

participate in the research.
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e The right to anonymity and confidentiality.

The participants have a right to remain anonymous and this right should be respected.

The participants should be assured that the information that they will provide should

be treated with the utmost confidentiality.

e The right to full disclosure about the research.

e The participants should be well informed about the aims of the investigation and
their signed consent should be obtained.

e The right not to be harmed in any manner (physically, psychologically or

emotionally).

The participants were guaranteed that all these basic rights would be respected.

3.10. Limitations of the study

The sample was representative of the area of study and the findings, conclusions, and

recommendations can, therefore, be generalized. Due to the sensitivity of the topic, the

participants might not be willing to provide all the relevant information.
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CHAPTER 4

DATA PRESENTATION, ANALYSIS AND INTERPRETATION

4.1. Introduction

This chapter presents the data collected by the researcher, its analysis, and interpretation.
It is organized in separate sections related to different characteristics of the participants in
the field survey at Mphagani, Zava, and Khashane (MZK) villages.

4.2. Involvement of old-age pensioners in micro-lending

The overwhelming number of old-age pensioners gets involved in micro-lending
activities. They are targeted by the micro-lenders because of the pension grant they get

from the Department of Social Development.

Table 4.1 Involvement of old-age pensioners in micro-lending

Old-age pensioners Number of | Percentage

participants

Non-borrowers 28 28
Borrowers/ Have been | 72 72
Total 100 100

Source: Field survey by Ndlovu, June 2007

The above table indicates that 100 old-age pensioners have participated in this study. Of
these participants, 28 % have not been involved in the borrowing of money from micro-
lenders. Almost three quarters, 72% of the participants are involved or have been
involved in micro-lending activities. The focus of the study is on the borrowers or those

that have been borrowers.
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Participants in MZK villages are engaging themselves in taking loans from micro-
lenders. The pension money that is supposed to be used for buying food and other
commodities is now used to cover the debts. The socio-economic status of the
participants continues to be low despite the social grant that is provided to them by the

government.

Poverty is a serious challenge in rural areas of Mphagani, Zava and Khashane villages
and is the reason why most of the old-age pensioners are turning to micro-lenders for
financial assistance. They are forced by the family economic situations to take-up loans.
4.3. Gender of the borrowers

There are two reasons to expect more women than men been involved in taking loans
from micro-lenders. The number of elderly women is larger than that of men. Women are

also regarded as more reliant borrowers than men.

Table 4.2 Gender of the borrowers

Gender Number of | Percentage

participants

Males 24 33
Females 48 67
Total 72 100

Source: Field survey by Ndlovu, June 2007
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Fig. 4.1 Gender of the borrowers

The above findings indicate that 33% of the borrowers are males and 67% are females.
The information gathered depicts that the majority of the borrowers in the MZK villages

are women.

It is apparent that women have different roles within the family. These roles could be also
the reason why women are more involved in micro-lending than men. They have the
responsibility of preparing food, cleaning houses, washing and sewing clothes and health

care of the entire family.

As a result of socio-economic constrains that many people are facing today, old-age
pensioners are obliged to seek for additional income in order to support their families.

4.4. Age distribution of the participants
This study has used the following age-groups to categorize the participants in rural areas
of Mphagani, Zava, and Khashane villages. A woman becomes eligible for old-age

pension at the age of 60 while the man receives the old-age pension when he reaches the
age of 65. The age-groups are 60-65; 66-70; 71-75, and 76 and above.
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Table 4.3 Age distribution of the participants

Age-Group | Number | Number for | Percentage | Percentage
for males | females for males for females

60-65 0 8 0 17

66-70 4 4 17 8

71-75 8 16 33 33

76 and above | 12 20 50 42

Total 24 48 100 100

Source: Field survey by Ndlovu, June 2007

% for Males
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71-75

Age Groups

76+

Fig 4.2 Age distribution of the male participants
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Fig 4.3 Age distribution of the females’ participants

According to the data collected, there is 0% for males and 17% for females under the age-
group of 60-65. The reason for having no males in this category is because men are
eligible for social grants when they reach the age of 65. The results show that 17% from

the males and 8% from the females are in the age-group of 66-70.

The above findings indicate that 33% from the males and 33% from the females are in the
age-group of 71-75. The collected data shows that 50% from the males and 42% from the

females are in the age-group of 76 and above.

Old-age people do borrow even in their first years of benefiting from the social grants.
The findings indicate that 17% of males borrow during their first five years of receiving

the pension and the same percentage applies to the female borrowers.

The information above indicates a particular pattern by the male and female borrowers.
As they grow older, they become more engaged in borrowing. This is shown by the
increase in percentages of male borrowers from 17 to 50. The female borrowers also

show similar pattern and started from 17% to 42%, although there is a drop from 17% to

42





8% in the age-group of 66-70. Larger families could be the cause of this trend as

participants are also responsible for supporting the extended family members.

4.5. llliteracy rate of the participants

High rate of illiteracy among the elderly add to the problem of micro-lending. The
overwhelming majority of old-age pensioners in rural areas of Greater Giyani
Municipality, MZK villages included is unable to read and write. They never had the

opportunity to attend schools.

Table 4.4 llliteracy rate of the participants

Old-age Number for | Percentage
pensioners participants

Literate 8 11

Not literate 64 89

Total 72 100

Source: Field survey by Ndlovu, June 2007

This table indicates that only 11% of the participants are literate and 89% are illiterate.

All the participants who are literate are males. It is not surprising that all female
participants are unable to read and write because they were not allowed to attend school.
Girls were expected to get married when they were grown-ups rather than to attend
school. Most parents also did not allow boys to attend school because they were supposed

to look after the cattle.
4.6. Employment status in the participants’ household
Mphagani, Zava, and Khashane villages are settlements with high unemployment rate.

Most heads of households are young and unemployed. They depend on pensions that old-

age pensioners get to sustain their lives. Job creation is a major factor which can help to
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alleviate poverty in rural areas. This will go a long way in improving the standard of

living for all the people.

Table 4.5 Employment status in the participant’s household

Number of adults | Number for | Percentage
employed participants

1 20 28

2 12 17

3 and above 4 5

None 36 50

Total 72 100

Source: Field survey by Ndlovu, 2007

The information above indicates that 28% of the participants have only one adult in their
families who is employed. The data further indicates that 17% of the participants have
two adults who are working. The percentage decreased further to 5% for participants who
have three or more adults employed. Half of the participants indicated that none of the
adults in their families are employed.

Some people work on farms that are situated very close to Mphagani, Zava, and
Khashane villages. These farms produce citrus fruit, and people are employed on a
temporary basis, particularly as casual or seasonal workers. Hence, these people are at

work for only 4 to 6 months.
The findings above precisely indicate that half of the participants have no adult in their
families that is working. The source of income for most families in these villages is the

social grant.

Old-age pensioners are becoming breadwinners in their families and have the sole
responsibility of supporting the entire family. This in a way could attribute to the
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tendency by old-age pensioners to supplement their income through borrowing from

micro-lenders.

4.7. Micro-lenders as providers of the loans

Micro-lenders view their role in the communities, particularly the rural areas, as
extremely helpful because they offer loans to people who have no access to the formal
loans given by the banks. The findings depict a positive contribution made by micro-

lenders towards the socio-economic development of the poor.

The researcher has utilized all ten (10) possible micro-lenders available at Mphagani,
Zava, and Khashane villages to participate in the study. These micro-lenders are
individuals who reside at these villages. A significant proportion of micro-lenders are not
registered with the Micro Finance Regulatory Council (MFRC) or National Credit
Regulator (NCR) under the National Credit Act. The findings indicate that 90% of the

participants are not registered and 10% is registered.

4.8. Gender of the micro-lenders

Women, like men, are specifically encouraged by our government to establish businesses
and contribute positively to the economic development of the country. For the economy
to improve, men and women particularly in the rural areas should participate in the main

stream economy of the country.

Table 4.6 Gender of the micro-lenders

Gender Number of | Percentage

participants

Males 5 50
Female 5 50
Total 10 100

Source: Field survey by Ndlovu, June 2007
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Fig. 4.4 Gender of the micro-lenders

The information gathered indicates that 50% of the micro-lenders in MZK villages are
males and 50% are females. It is apparent that women are beginning to venture into

micro-lending industry which men have dominated for some years.

Although women are regarded as the most reliable borrowers, it is interesting to find
women involved in micro-lending industry not as borrowers but also as providers of
loans. In the apartheid era, men were used to be the only providers of credit, but since the

new dispensation women have been empowered to take business opportunities.

Credit in the rural areas is provided on the basis of personal knowledge instead of
collateral. The findings indicate that 60% of the micro-lenders stated that the lending
business has high risk, compared to 40% who said that the business has low risk. It is
evident from the findings that these micro-lenders do not practice book keeping,

operating systems, and codes of conduct to follow.
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4.9. The reasons for taking loans

The old-age pensioners spend their pension grant on goods and services that are essential

for the entire family. The much needed goods and services are food, clothes and blankets,

washing powder, soaps, electricity, health-care services, education, funeral society’s

installments, and funerals.

The reasons for borrowing micro loans are categorized into four major needs for money:

to buy food, to pay for health-care services, funerals and education. These reasons are

presented in the table and also in the figure.

Table 4.7 Reasons for taking loans

Reasons Number  for | Percentage
participants

Food 32 44

Health-care services 28 39

Funerals 8 11

Education 4 6

Total 72 100

Source: Field survey by Ndlovu, June 2007
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Fig 4.5 Reasons for taking loans

The information above depicts how the participants of Mphagani, Zava, and Khashane
villages spend their loans. According to the data gathered, 44% of the participants spend
their loans on food. Of these participants, 39% utilize the loans for health-care services.
The percentage for the participants who spend on funerals is only 11%. The findings also

indicate that 6% of the participants use their loans for family members’ education.

The findings indicate that a large number of the participants use the loans for purchasing
basic needs. These needs are food, clothing and blankets, washing powder and soaps.
These are called survival needs. The human survival depends on the satisfaction of these
essential needs. It is compelling for every household to have food because the satisfaction
of this need cannot be postponed for future attention. The breadwinner has to act

promptly whenever there is shortage of food in the household.

According to the above findings, health-care services are also compelling factors for the
participants to borrow money. When a member of the family is ill, the entire family is
also emotionally affected. The pain that is felt by the person, who is sick, is also the pain

of every member in the family. An immense number of people are becoming ill because
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of various diseases among others HIV/AIDS, cancer, diabetics, TB, high blood pressure

and many more.

The high number of deaths among the communities of MZK villages makes it imperative
for every participant to have funeral societies. The above finding indicates that 11% of
the participants spend their loans on funerals, funeral societies included. Despite being
the member of the burial society when death struck in the family, a lot of money is
required to have a decent funeral. The HIV/AIDS related deaths had been highest in the

past two years and these affected the participants emotionally and financially.

Of the participants, only 6% are spending their loans on educational matters. The
participants are helping to pay for school uniforms and fees for higher education.
However, few children from rural areas manage to reach colleges and universities. The
introduction of no school fee policy by the National Department of Education has played

a crucial role in helping children from poor families to attend school.

In response to the question regarding the participants’ reasons for taking loans, 80% of
the micro-lenders indicate that the loans are mostly asked for food. The findings further
indicate that 20% of the loans are used for health-care services. Although public hospitals
and clinics treat old-age pensioners freely, they do pay for medical costs when consulting

private doctors and traditional healers.

4.10. The beneficiaries from the loans

The loans that old-age pensioners at MZK villages take are made to benefit themselves

and other members of the family. They used the pension to buy various commodities that

they need to improve their standard of living.
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Table 4.8 Beneficiaries from the loans

Beneficiaries Number of | Percentage

participants

Old-age pensioners | 20 28
Family members 52 72
Total 72 100

Source: Field survey by Ndlovu, June 2007

The above table indicates the beneficiaries from the loans that participants took from
micro-lenders. It shows that 28% of the participants used the money for themselves

whereas 72% indicated that the money was used by members of their extended families.

The findings show that old-age pensioners particularly from rural areas do not always
enjoy the full benefit of the grants. The Department of Social Development provides
pensions to old-age pensioners to enable them to take care of themselves; however, they
often take the role of caring for other members of the family. These family members may
include children, grandchildren and relatives.

Many households in rural areas are large and comprise of young children, economically
active adults and pensioners. The increase in the number of orphans left by their parents
because of HIV/AIDS related diseases is causing financial problems for old-age

pensioners.
The immense number of young parents is losing their lives because of this HIV/AIDS

epidemic. This could be the reason why majority of loans are taken by the old-age
pensioners to assist the extended families during their time of financial need.
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4.11. The loan amount
People involved in micro-lending borrow different amounts which they think will meet
their needs irrespective of whether they will afford to repay the loans or not. The table

below indicates the last loan amount which the participants have taken.

Table 4.9 Loan amount

Loan amount Number of | Percentage
participants

R100 4 6

R200 24 33

R300 16 22

R400 8 11

R600 8 11

R1000 12 17

Total 72 100

Source: Field survey by Ndlovu, June 2007

The above table indicates that 6% of the participants borrowed R100. Of these
participants, 33% borrowed R200. It further indicates that 22% of the participants
borrowed R300. The percentage for participants who borrowed R400 and R600 is 11%.
According to the data collected, the percentage for participants who borrowed R1000 is
17%.

The information above depicts those participants who borrowed from R100 to R300 as 61
%. Considering the pension grant of R870 that they get, one can say that the amount they
borrowed can be affordable. The findings also indicate that 11% of the participants
borrowed R400 which is about 50% of their pension grant. It is indicated that 11% also
borrowed R600 which is two-thirds of their pension grant. The percentage of participants

who borrowed R1000 is 17%. This amount is more than their grant.
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4.12. The repayment period of the loan

Every loan that a person takes has a stipulated period of repayment. The old-age
pensioners of MZK villages are also given a specific period of time to repay their loans.

Table 4.10 Repayment period of the loan

Period Number  for | Percentage
participants

1 month 28 39

2 months 16 22

3 months 4 6

4 months + | 24 33

Total 72 100

Source: Field survey by Ndlovu, June 2007

Table 4.10 above indicates that 39% of the participants repaid their loans within a month.
It further indicates that 22% of the participants repaid their loans in two months
installments. It is also indicated that only 6% of the participants repaid their loans in three

installments. Of all the participants, 33% repaid their loans in four months and above.

According to data collected, it is apparent that 39% of the participants repay their loans
within one month. The majority of the participants, that is, 61% repay the loans through
installments of two to four months and above. Although loans are repaid through

installments, the interest rate is calculated monthly.

The above table shows that some of the participants repaid huge amount of money. Some
participants borrowed R1000 and had to repay R2800 at a monthly rate of 30% in six
months time. This amount is almost three times the money that was borrowed. Other
participants borrowed R400 and repaid R2 300 at a monthly rate of 40% in twelve
months time. This eventually makes life unbearable for old-age pensioners and they find

it difficult to repay their loans.
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After discussions with the financial consultants from the financial service providers such
as CAPITEC Bank and SA Micro-Loan, the researcher found huge differences between
them and micro-lenders from this research in terms of interest rates charged to
consumers. CAPITEC Bank can offer a loan of R1000 and clients be expected to repay
R1800 after 12 months.

However, SA Micro-Loan allows its clients to repay their loans in 1, 3, 6 or 12 months
period. A client, who takes a loan of R1000, can repay R1700 after six months. The
consultants from these institutions further highlighted that strict requirement such as

collateral should be met before credit is granted.

Micro-lenders who participated in this study also responded on the question of the period
of repayment for the loans by the borrowers. Only 20% of the participants indicated that
borrowers settle their loans within a month. It is indicated that 10% of the participants say
that borrowers are paying the loans through installments. The findings indicate that 70%
which is more than two-thirds of the participants indicate that borrowers are either paying

within a month or in installments.

4.13. The rate of interest

People who take loans from banks, microfinance institutions (MFIs) and micro-lenders
are charged a certain amount which is added to their loans. This amount is usually called

interest rate. The participants of MZK villages are charged different interest rates on a
monthly basis by the micro-lenders.
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Table 4.11 Interest rate paid by the participants

Interest rate (%) on | Number for | Percentage
the amount borrowed | participants

30 32 44

40 8 11

50 28 39

60 4 6

Total 72 100

Source: Field survey by Ndlovu, June 2007
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Fig. 4.6 Interest rate paid by the participants

The above table indicates that 44% of the participants are charged the interest rate of
30%. It further indicates that 11% of the participants are charged 40% interest rate. It also
indicates that 39% of the participants are charged 50% interest rate. Few participants; that

is, 6% indicated that they were charged 60% interest rate.
The above interest rates are charged by micro-lenders to all the participants regardless of

whether the loan is repaid within a month or through series of payments. According to

data collected, 44% of the participants are charged a monthly rate of 30% which is high
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but can be acceptable considering the risks involved. The findings further indicate that
11% are charged 40%, which is very high considering the economic status of the people

in the rural areas.

A very high proportion of 50% interest rate is charged to 39% of the participants at MZK
villages. Borrowers are repaying in addition every month one half times the amount that
they borrow from micro-lenders. Only 6% of the participants indicated that they are
charged 60% interest. These few participants are just ripped-off because majority of

borrowers are charged the interest rate from 30% to 50%.

The researcher consulted financial advisers from NEDBANK, ABSA, FNB and
STANDARD BANK to discuss how they charge consumers interest rates. It is indicated
that the banks charge interest rates annually. They further indicated that they consider the
credit profile of the clients when providing personal loans. If a client has a good credit
profile he is considered a low-risk client and can be charged 30% or less interest rate. A
client who has a bad credit profile is considered a high-risk client and can be charged the

interest rate of between 30% and 50% in a year.

In response to the question regarding interest rate, micro-lenders pointed out that they are
really charging different interest rates. The interest rate is charged on a monthly basis
even if the loan is to be repaid over several months. The information gathered by the
researcher indicates that 40% of the micro-lenders charge 30% interest, 20% charge 40%

interest and 40% also charge 50% interest.
The above findings depict that micro-lenders are charging borrowers the interest rates

ranging from 30% to 50%. As indicated above, these interest rates are charged to old-age

pensioners on a monthly basis.
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4.14. Providing a copy of the contract to the borrowers

Loans are usually inaccessible to the poor, particularly to those living in the rural areas.
Micro-lenders are helpful because they often give loans to people who have no access to
the formal loans given by the banks. Banks usually offer loans to people with collateral

and the majority of our people do not meet this requirement.

Table 4.12 Providing a copy of the contract to the borrowers

Copy is | Number for | Percentage
provided participants

Yes 0 0

No 72 100

Total 72 100

Source: Field survey by Ndlovu, June 2007

The above table indicates that 100% of the participants have nothing to show that they
have borrowed money from the micro-lenders. All the participants have no documents or
copies of the contract for their loans. It is difficult for family members to know how
much the participant owes. They believe that the micro-lender is faithful and will not

inflate the loans that old-age pensioners take.

According to data collected all the micro-lenders giving loans at MZK villages are not
complying either with the Usury Act Exemption Notice or the National Credit Act
regulations. It is evident because borrowers do not have any document to show that
indeed they borrowed money from micro-lenders. Micro-lenders operate as informal

lenders and are not compliant with credit regulations and procedures.

In response to the question regarding providing of contract of the loans to borrowers,
10% of the micro-lenders indicate that they normally give contracts. However, 90% of
micro-lenders indicated that they do not give contracts to their borrowers. They usually

write the names of the borrowers and the borrowers just sign next to their names.
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4.15. Awareness of the participants about the conditions of borrowing
Education is a necessity for all people to have knowledge, skills, and values. Therefore, it
is also important for old-age pensioners to have broader understanding of micro-lending

activities such as contract, interest rate, etc. before involving themselves into it.

Table 4.13 Need to be educated about micro-lending

There is a | Number of | percentage
need participants

Agree 68 94
Disagree 4 6

Total 72 100

Source: Field survey by Ndlovu, June 2007

According to data collected, an overwhelming majority; that is, 94%, of the participants
are willing to be educated about micro-lending. On contrary, only 6% of the participants

feel that they are knowledgeable enough and need not be educated.

A very high proportion of the participants perceive education as an essential factor in
micro-lending activities. A large number of participants at MZK villages are illiterate;
therefore, education is necessary to help them make an informed decision. It is important
for old-age pensioners to involve themselves in what they know and understand better so

that whatever the consequences, they will not blame anyone.
The information gathered from micro-lenders indicates that 100%, meaning, all of them

feel that old-age pensioners should be educated about borrowing in a responsible way.
This could help borrowers to take control of their own financial matters.
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4.16. Facilitators of the participants’ education about micro-lending

As education plays an integral part in the lives of the participants, facilitators with
expertise should be assigned for this special task. Old-age pensioners need people whom
they can trust to be able to attend the workshop sessions. These people could be

government officials or community leaders, such as civic members, chiefs or headmen.

Table 4.14 Facilitators of the participants’ education

Facilitators Number for | Percentage

participants

Government officials | 52 72
Micro-lenders 0 0
Community leaders 20 28
Total 72 100

Source: Field survey by Ndlovu, June 2007

The above table indicates that almost three quarters of the participants (72%) feel that
government officials should be responsible for educating them about micro-lending
activities. It further indicates that 28% of the participants say that community leaders
should be responsible for educating them about this particular issue. None of the

participants indicated that micro-lenders should educate them.

It is apparent that all participants believe that education is necessary for them to have
better understanding of micro-lending activities. However, all participants feel that
micro-lenders should not be responsible for this task. They believe that micro-lenders will
not be objective because they are in this business to make huge profits. But they believe
that government officials and community leaders, especially the headmen and civic

members can do an excellent work.

In response to the question of who should be responsible for educating borrowers, all

micro-lenders feel that they should not be involved. The findings further indicate that
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80% of the micro-lenders say that government officials should educate participants. It
also indicates that 20% think that community leaders should educate borrowers regarding

responsible borrowing.

4.17. Exploitation of the borrowers

The Usury Act discussed in Chapter 2 indicates that the ceiling on interest rate was
imposed to protect the poor from being exploited by the micro-lenders. There are
different views about exploitation of old-age pensioners in micro-lending. Exploitation
may mean to charge interest rates much higher than the market ones or to lend borrowers

more than what they can afford to pay.

Table 4.15 Exploitation of the borrowers

Exploitation is | Number for the | Percentage
by participants

Family members | 16 22
Micro-lenders 12 17

None 44 61

Total 72 100

Source: Field survey by Ndlovu, June 2007

According to data collected, 22% of the participants indicate that they are exploited by
their family members in their involvement in micro-lending. It further indicates that 17%
of the participants are exploited by the micro-lenders. A very high proportion of 61% is

indicating that they are not exploited in their involvement in micro-lending.

The assumption of the researcher was that old-age pensioners are exploited by the micro-
lenders. The findings actually depict a little bit different picture. They are not exploited
by the micro-lenders only but by family members as well. Surprisingly, the information
indicates that more participants are exploited by family members than by micro-lenders.
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However, the assumption was made after observing old-age pensioners bringing home
little money after receiving their pension grants at pay points. They continued to live in
poor conditions despite the regular income which they received. The researcher became

more worried when old-age pensioners could not even afford to buy food.

Majority of the participants feel that involvement in micro-lending is voluntarily, so there
IS no way in which they can be exploited either by family members or micro-lenders.

This statement poses several logical questions:

e Do participants spend the pension grant for themselves only?
e If so, why are they failing to sustain their lives with the given income?

e Is the cost of credit not important?

In the wake of the complexity of credit in rural areas, it is not surprising that participants

did not shift the blame to anyone else.
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CHAPTER 5

CONCLUSIONS AND RECOMMENDATIONS

This chapter is based on theoretical and empirical findings from the previous chapters; it
formulates conclusions, further suggestions and recommendations about micro-lending

industry.

5.1. Conclusions

Micro-lending has long been a controversial issue. It is often cited as the industry that
provides service to the people who do not have much choice. The rural people of MZK
villages, particularly the old-age pensioners like other rural areas in South Africa, turn to

micro-lenders for financial assistance.

The majority of families in rural areas are solely depended on the pension grant. An
immense number of adults within the participants’ household are not working. The
income that old-age pensioners receive sometimes becomes insufficient to satisfy the
needs of the entire family and they are obliged to seek additional funds from micro-

lenders.

Most old-age pensioners are really excited about the opportunity that micro-lenders have
afforded them to access credit so that they can be able to address their daily needs.
Although old-age pensioners are regarded as risky clients, the micro-lenders extended
their helping hand to them.

Participation of women in micro-lending industry as borrowers and also as micro-lenders
contributes positively towards the socio-economic development of rural areas. Majority
of borrowers that are active in the formal and informal micro-lending are women. It is
also encouraging to find that women are starting to emerge as micro-lenders. This

industry has been dominated by men for some years now.
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There is a public perception that some micro-lenders are exploiting the poor by charging
very high interest rates. However, this does not necessarily reflect the perception of all
the borrowers (old-age pensioners) at MZK villages. Although a large number of
borrowers indicated that they are not exploited, more than one third (39%) indicated that

they are exploited by either family members or micro-lenders.

Although some micro-lenders are charging reasonable interest rate, others are charging
very high interest rate. These high rates are often exploitative and make it impossible for
old-age pensioners to repay their loans within a month. They are usually compelled to

pay only the interest every month, instead of the actual loan amount.

It is evident that some old-age pensioners are not looking much at the interest rate when
they take loans but at the benefit that they will derive from the use of the loan. They
continue to borrow regardless of the amount of interest being charged to their loans.
Some old-age pensioners repaid the amount which was three to six times the actual

amount that was borrowed.

It is apparent that higher interest rates benefit the micro-lenders and not the borrowers.
May be it can be regarded as an incentive for their effort to provide loans that are
perceived to be riskier. These incentives can be a contributing factor to the interest shown

by people to become micro-lenders.

The problem of micro-lenders charging high interest rates emanated long time ago. As
discussed in Chapter 2, the government of the apartheid regime had to introduce the
Usury Act in 1968 in order to impose an interest rate ceiling on loan finance provided by
money lending institutions. It is devastating to note that some old-age pensioners were

charged a monthly interest rate of 30% to 50% for a loan taken over a period of a year.

It is important to indicate that micro-lenders who participated in this study are operating

as informal lenders. However, they play a pivotal role in communities which live in low
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socio-economic conditions, especially the rural communities. They provide loans to these

people who have no access to the formal loans provided by banks.

The initiative by the government of South Africa to introduce the National Credit Act on
June 1, 2007 was to curb reckless lending by lenders and encourage responsible
borrowing by borrowers. Micro-lending industry has an important role to play in the

economic growth of the country and can enhance the living conditions of the poor.

It should be put into perspective that the implementation of the NCA is not to stop people
from taking loans but to ensure that credit market industry is improved. Micro-lenders
will continue to offer credit to people who will afford to pay the loan. As it is now, debt
has become part of the South African lifestyle; old-age pensioners will obviously be

tempted to take-up loans.

Participation of people in micro-lending activities is voluntarily, meaning that old-age
pensioners become involved through their own choice or influence of family members.
The findings show that old-age pensioners are not exploited by micro-lenders only but
also by family members. It is interesting to note that family members are also a cause for

old-age pensioners to be indebted.

5.2. Recommendations

This study is intended to give suggestions and recommendations to different stakeholders
involved in economic development of rural areas, among others old-age pensioners,
micro-lenders, government, community leaders and National Credit Regulator.

Old-age pensioners

Although it is difficult to imagine life without credit, particularly if people are living in

poverty, it is important that they learn to live within their means. Old-age pensioners
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should maintain a living standard that can be afforded by their income. It is pivotal that

they learn to take responsibility of their own financial affairs.

Old-age pensioners in MZK villages should be encouraged to participate in poverty
alleviation and economic development projects; namely, community gardens and
informal activities such as petty trading in village markets and production of handicrafts
and household items like baskets. These activities will help women to generate income to
support their families and to address their own needs.

Community gardens in rural areas afford the women the opportunity to grow vegetables
and crops. The vegetables and crops which are produced can be utilized for consumption
and also for economic purposes. The overwhelming majority of borrowers in MZK
villages are women; their participation in community projects can enhance their living

conditions.

Young adults who are unemployed or not seeking employment sometimes are the reason
old-age pensioners are involved in micro-lending. They have a tendency of involving
themselves in bad habits such as drugs, alcohol, and tobacco. Some also like to wear
designer clothes, which are more expensive. The old-age pensioners should seek help
from traditional leaders or civic members and close relatives if ever they have problems

of this nature.

Micro-lenders

It should be acknowledged that micro-lending industry has a critical role to play in
eradication of poverty in rural areas of Mphagani, Zava, and Khashane villages. The
contribution of micro-lenders in rural areas is enormous and should learn to adhere to the

procedures and rules of lending a credit.

The accessibility of credit from micro-lenders helps old-age pensioners to provide food

and other commodities to their families. However, micro-lenders should assess whether
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old-age pensioners will afford to repay the loan and provide the appropriate amount.
Micro-lenders should ensure that they do not give loans which are more than half their

income because it could lead borrowers to over-indebtedness.

It is of utmost importance that micro-lenders, although operating informally, get a copy
of the National Credit Act. They should be able to comply with the credit regulations
when providing loans to people in rural areas. Micro-lenders should refrain from
providing loans without a proper contract with their borrowers.

Government

Government has the responsibility of providing better life for its entire people, old-age
pensioners included. It has to give incredible contribution towards the economic

empowerment of the poor.

The findings showed that many adults within the families of the participants are
unemployed and had to depend on social grants for existence. Government has to create
decent and quality jobs that are sustainable and not in projects which will run for six
months or less. It also needs to stimulate an environment which will be conducive for

private sector to establish businesses.

Old-age pensioners need to understand the issue of interest rates and other aspects of the
credit agreements; hence the need for financial literacy. Government needs to capacitate
the elderly, traditional leaders, and members of the civic association about credit
information. It is indispensable that all stakeholders are capacitated about the National
Credit Act.

Community leaders

Community leaders are known and trusted by their communities and can be able to

impart knowledge during their communal meetings or gatherings. They enjoy the
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confidence of the community members and are capable of helping them solve difficulties

which they may encounter.

It is essential for traditional leaders such as chiefs, indunas and headmen, and civic
associations to ensure that the communities uphold values of humanity. The youth, adults
and elderly people should interact in a respectful manner. Tribal courts should be
implemented effectively to advise and discipline the youth and the adults who do not
respect and value the dignity of the old-age pensioners.

They are also expected to advise borrowers, particularly old-age pensioners to be
responsible when taking loans. They need to ensure that the elderly people are protected
against ruthless micro-lenders. The headmen or civic associations should deploy their
people at the pension points to ensure that old-age pensioners are not compelled to take

loans against their will or ability to pay back.

The National Credit Regulator

The National Credit Regulator is a body established by government in accordance with
the National Credit Act to promote and support the development of accessible credit
market in South Africa. However, people in the rural areas are not really aware of the

existence of the National Credit Regulator, let alone its duties and responsibilities.

The old-age pensioners have a right to information as enshrined in the constitution of
South Africa. Therefore, the NCR should ensure that it increases their knowledge of
credit matters. For the NCR to fulfill its obligation, it is necessary that it utilizes the tool

of the media to promote awareness of consumer credit matters.
The media is an effective tool to reach all the citizens of the country, including those in

the rural areas. The media that can be used are radio, television, and newspapers.

However, radio is the cheapest mode of communication that can be easily accessed by
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rural people. It is precisely important that the National Credit Regular utilizes these

communication channels to market the National Credit Act to the entire population.

The traditional leaders and the civic associations should be empowered about credit
matters. As stated above, these community leaders are trusted by their communities and
are well positioned to transfer information to their communities. The NCR can fulfill its

responsibility by initiating awareness campaigns and workshops in tribal authorities.

Almost the entire micro-lenders at MZK villages are not compliant to the National Credit
Act. It is imperative that the NCR conducts awareness campaigns in rural areas to
promote awareness of credit regulations to the borrowers and lenders. It should encourage
micro-lenders to register with the National Credit Regulator and comply with the

regulations of the National Credit Act.
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APPENDIX 1

MAP OF THE STUDY AREA

(MPHAGANI, ZAVA AND KHASHANE)
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APPENDIX 2

QUESTIONNAIRE FOR ALL OLD-AGE PENSIONERS
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Questionnaire for all old-age pensioners at MZK villages

Part 1

Dear Respondent

This research is about exploitation of old-age pensioners by micro-lenders in rural areas of Greater Giyani

Municipality, Limpopo province. Your help is important for this research and its success depends on the
data that you will provide. The data will be used only for academic purposes to find solutions for the
problem and will be treated with confidentiality. Provide information on the questions that are below:

1. What is your gender?

Male

Female

2. How old are you?

60-65

66-70

71-75

76+

3. Are you able to read and write?

Yes

No

4. How many people are in your family?

4 and below

5-8

Above 8

5. How many of them are adults?

2 and below

3

4 and above

6. How many are working?

1

2

3 and above

none
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7. How many are children?

2 and below

3

4 and above

8. How many are attending school?

2 and below

3

4 and above

9. How much is your pension grant per month? ...........c.coooiiiiii i

10. Is it enough?

Yes

No

11. How many people are depended on your pension grant?

2 and below

3

4 and above

12. How do you spend your pension grant?

All for yourself

Half for yourself

Third for yourself

13. What do you spend your pension grant for?

Food

Electricity

other

S 011071 1

14. Did you borrow from micro-lenders?

Yes

No
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15. Do you borrow now from micro-lenders?

Yes

No
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APPENDIX 3

QUESTIONNAIRE FOR OLD-AGE PENSIONERS WHO ARE
BORROWERS

81





Questionnaire for old-age pensioners who are borrowers at MZK villages

Part 2

1. Why did you borrow money?

Basic needs

Business

Other

S 0= 1

2. How many times have you borrowed money from micro-lenders?

1

4+

3. Who used the money that you got from your last loan?

Yourself

Family members

4. How much was your last [0an? ...

5. How much did you repay? ........cccoveviiiieiie i i veeen

6. How long was the period of the loan?

1 month

2 months

3 months

4 months +

7. Did you pay in time?

Yes

No

8. If no, what actually happened that let you not to pay?
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9. Did you sign for this loan (contract)?

Yes

No

10. Do you have a copy of the document that you signed?

Yes

No

11. Did you understand what the conditions were?

Yes

No

12. Are you satisfied with the contract?

Yes

No

13. Who initiated that you borrow money from micro-lenders?

Yourself

Family members

14. Some people think that old-age pensioners need to be educated about micro-lending. What is your
feeling about this particular matter?

Agree

Disagree

15. Who should be responsible for educating old-age pensioners about micro-lending?

Government officials

Micro-lenders

Community leaders

16. Whom do you think is exploiting you in your involvement in micro-lending?

Family members

Micro-lenders

Both

None
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APPENDIX 4

QUESTIONNAIRE FOR MICRO-LENDERS
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Questionnaire for micro-lenders at MZK villages

Dear Respondent

This research is about exploitation of old-age pensioners by micro-lenders in rural areas of Greater Giyani
Municipality, Limpopo Province. Your help is important for this research to be successful. Data that you
will provide will only be used for academic purposes to find solutions for the problem and will be treated
with confidentiality. Provide information on the questions that are below:

1. What is your gender?

Male

Female

2. Do you sometimes give loans to old-age pensioners?

Yes

No

3. Do you check if they can afford to repay the loan?

Yes

No

4. What do you think old-age pensioners borrow money for?

Basic needs

Business

Other

SPECIY e

5. If old-age pensioners borrow R100, how much do they pay back?

6. How do they pay their loans?

In one month

Through instalments

All of the above
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7. Do old-age pensioners repay the loans within the stipulated period?

Yes

No

8. What do you do if others do not repay their loans?

9. Do you have contracts with your borrowers that I can see?

Yes

No

10. How is the risk of your business?

High

Low

11. How do you rate the understanding of old-age pensioners on interest rate?

Satisfactory

Not satisfactory

12. Do you think old-age pensioners should be educated about borrowing in a responsible way?

Yes

No

13. Whom do you think should educate old-age pensioners about micro-lending?

Government officials

Micro-lenders

Community leaders

14. Do you know about the National Credit Act to be implemented on June 1?

Yes

No
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