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OBJECTIVES 

The objectives of the report will be to review the draft regulations published as a General Notice in the 

Government Gazette 25 June 2015 notice 655 of 2015.  The report will focus on the impact that the draft 

limitations on rates and fees and interest rates caps will have on the credit industry and credit providers and the 

general economy and in particular its impact on the those consumers requiring and utilising credit.   The report will 

consist primarily of qualitative argument, supported, where possible and applicable, by quantitative data, regarding 

the potential impact of these factors.  

The primary objectives of the report will be to set out the impact of the draft legislation on: 

 The broad economic impact of the suggested changes in rates and fees on the credit environment.  

 The factors that relate to the sustainability of the credit provider sector and the stability of the financial sector. 

 The effect of the restrictions on competition in the industry and the effect this will have on the industry, the 

consumer and the economy.  

 The access and cost of consumer credit by small businesses, historically disadvantaged persons, low-income 

persons, and persons in isolated or sparsely populated areas. 

 The levels of consumer indebtedness and the incidence and social effects of over-indebtedness. 

 

And will make recommendations 

 Regarding the amendments that are required to best suit the economic needs of the country, the consumers, 

the credit providers and the financial industry with particular regard to the sustainability of the financial sector, 

paying attention to the requirements of the twin peaks policy of the country. 

The report will give a direct answer and can be used as written submission as requested in the notice to the 

Director-General Department of Trade and Industry.   

The report will use as its prime source document the research done previously by Econometrix on this subject 

namely the “Economic impact of the caps on rates and fees on the credit industry and credit providers” dated 

August 2014 and the references utilised and contained therein. 

The report will serve to set out and develop a shared understanding among constituencies of the broad positive 

and negative economic impacts of rates, fees, interest rate caps and the cost of credit on the South African 

economy, the credit market and credit providers.   The analysis and arguments provided could be used for 

advancing discussions with various stakeholders ranging from government, investors, consumers, business and 

the public.   

The report will contain the independent professional views and opinions of Econometrix based on reports 

available in the public domain and its own research and economic opinion after studying the findings and 

comments of various research reports.  It is anticipated that the study could make an important contribution to 

major policy decisions regarding the credit market. 

Acknowledgements 

This report is based on the research done by Econometrix (Pty) Ltd and has utilised previous research, 

information and reports provided or completed by many other sources.   
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APPENDIX A 

IMPACT OF REGULATIONS AND PRICE CONTROL 

 

The key issues in this section formed part of the report dated August 2014 entitled “Economic Impact 

of the caps on rates and fees on the credit industry and credit providers” prepared by Econometrix. 

1. Important macroeconomic issues affecting the cost of credit and debt collection  

 The financial crisis in the USA was in part driven by offering relatively low-interest high-risk 

secured credit.  Much of this cost can be seen as a “social cost”, i.e. credit in the sub-prime 

market was encouraged for policy reasons.  

 The global malaise has lessons for all involved in or responsible for excessive debt, whether that 

be public debt or private (household) debt.  The responsibility for excessive debt lies not only with 

the lender (credit provider), but also the borrower (debtor).  This responsibility must be shared.  

Any action moving full responsibility from one to another will have serious implications for the 

economy concerned. 

 Borrowing levels remain relatively high.  There is a concern regarding the sustainability of 

household incomes in the current economic climate and how an economic slowdown might affect 

household balance sheets, specifically those of highly indebted households.  Any actions taken 

which result in consumers taking on excessive debt, particularly those who are encouraged by 

the possibility that their debt may never need to be repaid, will have a long-term detrimental effect 

on the credit market and the economy.  Such signals would definitely be encouraged by reducing 

the cost of credit, keeping credit costs at an artificially low level, making repayment terms too 

generous or limiting the necessity to collect debts by abolishing or limiting EAOs. 

 The responsibility for excessive debt lies not only with the lender (credit provider), but also the 

borrower (debtor).  Any action moving full responsibility from one to another has serious 

implications for the economy concerned.  Moves that reduce the ability of credit providers to 

collect debt and placing the onus on the credit provider by moving responsibility from the 

borrower to the credit provider will, in the long run, have substantial detrimental economic 

consequences. 

2. Overview of the credit market 

Some key issues that must be considered when making decisions regarding regulations governing 

the credit industry arise from an analysis of the lending market and in particular unsecured lending 

over the past few years and include the following:  

 Certain individuals do overspend and are encouraged to do so through advertising and other 

means including reckless lending.  However whilst they need protection it could be dangerous to 

take steps which relieve the individuals’ responsibility for over-borrowing. 
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 Unsecured lending in the South African economy has grown in recent years to be a much more 

important form of credit extension in relation to secured lending.  This became an important factor 

driving the growth in retail and motor sales.  Unsecured lending alone was by no means the only 

driver of high growth in consumer spending.  Growth in disposable income was a much more 

important driver of growth in consumption relative to new household credit.   

 The household sector became significantly more indebted over the period 2004 to 2008 and it 

remains so.  This is a measure of the potential debt stress should there be an economic 

slowdown, unexpected unemployment, shocks to the system or a steady increase in interest 

rates.   

 Mortgages continue to dominate the share of lending to the household sector.  There was a sharp 

falloff in new mortgage lending in 2007 but despite a moderate increase, growth remains muted.  

This is a cause for concern if a recovery in the property market and the important construction 

industry is to occur.   

 Growth of employment in the public service was a very important contributor towards the 

willingness of unsecured lenders to advance money to consumers.  In this regard, growth of such 

employment has tailed off under budgetary pressures and has contributed significantly towards 

reduced growth in unsecured lending. 

 The magnitude of the dynamic of a large number of previously disadvantaged individuals entering 

the middle-class has rendered the high growth in unsecured lending and credit generally as a 

natural rather than artificial phenomenon.   

Policy should be directed at reducing any incentive to over-borrow and to not meet one’s financial 

commitments.  However, the analysis indicates, in general, that households remain over-indebted 

despite the fact that interest payments to disposable income have fallen, even though absolute debt 

levels have increased.  The analysis showed that the high-income earners or wealthier property 

owners were not the ones facing difficulties as over-indebtedness in mortgages had been declining.  

The figures suggested that it was and continues to be the middle and lower income individuals that 

are the ones facing difficulties. 

3. Responsibility for debt 

There are several issues concerning debt that are of concern in any economy and particularly in a 

developing economy such as South Africa.  At its heart, it is common cause that excessive debt is 

essentially bad for an economy, the individuals and all those involved.  Debt is money borrowed and 

there is an obligation on the part of the borrower to repay the debt in full together with the interest 

payment in the form that has been agreed upon between the parties concerned.  Not only is there an 

obligation to repay the debt but, in practice, the debt will ultimately either be repaid in one form or 

another or will result in a loss of capital for the lender.  In addition, if the borrower defaults on the 

interest / cost of capital, the lender will also lose revenue.  The impact of this on the cost of providing 

credit is significant, as lenders automatically start to “insure” their lending by building an additional 

margin into the cost of credit.  This in turn has a profoundly negative impact on the responsible 

borrowers who are impacted by the actions of those who do not repay capital or service the cost of 
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the capital.  They ultimately will be the ones who repay the debt.  Essentially, debt is borrowing from 

the future income stream to pay for present consumption and investment.  The debt must be paid for 

out of future income streams.   

4. Potential economic costs of banning or limiting EAOs  

The analysis focused on the impact of potential losses to credit providers emanating from increasing 

write-offs of bad debt due to non-payment and the resulting impact on the total economy.  Financial 

institutions will increase their interest rates to compensate for the financial losses incurred because of 

the non-payment of debt.  Such losses will therefore increase the total debt service cost in the 

economy.  This will result in more money flowing out of the pockets of debt-paying individuals through 

relatively higher interest rates.  In effect, the good payers in the economy in one way or another are 

required to pay for the additional costs and non-repayment of debts associated with the non-payers.  

Slow payers and non-payers are a burden, not only to the banking system, but also to other citizens 

in good standing in the country and ultimately these outcomes slow economic growth and create 

unemployment in the economy.  These cost effects have a substantial impact in many sectors of the 

economy as they affect both investment and consumer expenditure patterns.  The report calculated 

the impact on the total economy by calculating the increase in the real rate of interest.   

In summary, there is a strong financial and economic incentive to ensure that debts are repaid.  There 

is no doubt that procedures and processes must be properly regulated.  Government and institutions, 

through legislation and control must limit and/or minimise potential abuses.  Protection must be 

introduced to limit reckless lending.  Recent steps taken and the recent court judgements are steps in 

the right direction.  However, one cannot take away personal responsibility.  There also remains a 

case against reckless borrowers and encouraging a culture of non-payment and a right to hand-outs.  

This is something which lies at the core of many economic and sectoral problems in the country. 

There is a strong case to be argued, based on economic facts, that borrowers must ultimately remain 

responsible for the debts they incur.  EAOs are an efficient and effective method of collecting debts.  

They play an important economic and social role in this process.  A move to limit or abolish them 

would have extremely damaging economic and social implication for the South African economy.  

5. The objectives of regulation governing the credit market 

It is the concern of authorities to foster an efficient, effective and fair market.  Regulations were 

introduced through The National Credit Act (NCA), to achieve the following objectives 

 Increase access to credit at fair and competitive rates  

 Promote a fair, competitive and sustainable credit market 

 Ensure that illegal and immoral practices are curbed  

 Create mechanisms to deal with high or over-indebtedness and  

 Ensure that within reason information and conditions of publicly available loans are transparent, 

understandable and made publicly available and hence enable consumers to make informed 

decisions 
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 Ensure that selected key interests of both credit providers and borrowers are within reasonable 

limits properly protected and/or addressed.  

 Providing adequate protection for consumers 

In summary, the NCA formed part of legislation to prevent usurious acts, which included the practice 

of making unethical or immoral monetary loans including charging excessive or abusive interest rates.  

It cannot and should not take away the full risk and ultimate responsibility from either the credit 

provider or the consumer.  The consumer must always remain responsible for his or her own 

informed decisions.   

The NCA was introduced against a backdrop in which widespread malpractices occurred, which were 

prejudicial to lower income and less sophisticated borrowers/consumers in particular.  Very high 

interest rate charges for small, unsecured and short-term loans and credit were prevalent, without the 

basis of charges being fully transparent across a broad front.  Research has shown that the NCA has 

indeed gone a long way to achieve the core objectives 

It cannot and should not take away the full risk and ultimate responsibility from either the credit 

provider or the consumer.  The consumer must always remain responsible for his or her own 

informed decisions.   

 The regulations should not attempt to pass the consumer’s risk to credit providers nor should the 

regulations attempt to prescribe or make decisions regarding the risks and rewards that should 

rightly be determined by credit providers.  It is a fine balance best left to market forces where the 

final form is negotiated between the regulators and the credit providers, but where both parties 

remain aware of the risks of under and over regulation 

 Excessive regulations will result in available funds being allocated to alternative products by 

credit providers, or in the case of global investors, they will seek a more attractive territory.  As a 

result, funding for domestic operations could be reduced resulting in reduced and more expensive 

potential credit growth. 

 A market that is overregulated will not achieve its economic growth potential.  

 An overregulated market limits legitimate competition.  This will tend to foster the development of 

an illegal and fringe market outside the government and regulator’s control with negative 

economic consequences.  These consequences are more severe than having a controlled but 

somewhat less regulated market.  

In summary over regulation prevents fair competition, which should be one of the key objectives of 

economic policy.   

6. Overview of the impact of risk/return, regulations and price controls  

The economic consequences, firstly of increasing risk /return ratios and, secondly, applying price 

controls are very real and generally detrimental to any industry.  It is therefore worth setting out the 

impact that these two factors usually have when they are applied to an industry and then to deduce 

their likely impact on the credit industry.  Some of the likely impacts that affect all industries when 
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there are regulations resulting in increased levels of uncertainty and/or pricing restrictions are 

summarised below. 

 

Box 1: General/theoretical overview of risk/return and price controls  

Some of the likely impacts that affect all industries when there are regulations resulting in increased 

levels of uncertainty and pricing restrictions - which become a means of enforcing price control – are 

summarised below. 

The economic consequences, firstly of increasing risk /return ratios and, secondly, applying price 

controls are very real and generally detrimental to any industry.  It is therefore worth setting out the 

impact that these two factors usually have when they are applied to an industry and then to deduce 

their likely impact on the credit industry.  Finally, it is necessary to examine the research that has been 

completed and the submissions that have been made by various interested parties to consider 

whether the industry is indeed under stress because of these two factors affecting the credit industry.   

Impact of regulations on an industry 

The intention of most regulations is usually not to restrict normal acceptable profitability but to regulate 

markets and prevent excessive and exploitative profits particularly where there is insufficient 

competition.  It is better to foster and promote conditions that increase competition than put in place 

restrictive measures.  In particular, regulations are often introduced to foster healthy, regulated, legal 

competition.  However, there are often unintentional side effects to such regulations and if these are 

not minimised and controlled, they can have a profoundly detrimental impact on the industry 

concerned.  To summarise : 

 Bureaucratic mechanisms that unreasonably raise the cost structure in an industry usually have 

the effect of reducing profitability and ultimately, in one form or another, of increasing prices 

 Regulations that increase uncertainty in an industry lead to reduced investment and to a reduction 

in supply, or both reduced supply and increased prices, as suppliers require higher margins for the 

same product and factor in a cost for such risks 

 Regulations that tie up capital for excessively long, uncertain or undefined periods, or where the 

potential amounts owing are reduced arbitrarily, raise uncertainty and risk.  As set out above, this 

reduces investment in the industry, often reduces supply and increases prices as the uncertainty 

or risks are factored into the costs and returns required 

 Restrictions that have the effect of limiting competition or restricting legal entry into the market, 

particularly where they make it difficult for legitimate enterprises to raise adequate finance, 

ultimately reduce the regulated supply and can lead to increased prices   

 Excessive regulations and controls often have the equally disturbing impact of creating an illegal 

or at best informal and unregulated market, which frequently functions profitably outside the legal 

framework and where customers effectively fall prey to a criminal element.  There are many 

examples of such markets 

 In summary, any intervention measure which increases the risk / return ratio for an industry will 

have a number of long-term detrimental economic and financial consequences, not only for the 

industry, but also, in some cases such as the credit market, for the economy as a whole.     
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The impact of price controls on an industry 

Many intervention measures are aimed at reducing prices and/or returns in an industry.  The great 

concern is that, in the process, this raises uncertainties in the minds of investors.  The actual risk may 

not have increased but the perception of risk will increase.  This has the double impact on risk / return 

ratios by increasing actual and/or perceived risk and reducing potential returns.  This reduces 

investment flows not only to the specific industry which has been targeted by government, but also, if 

the industry is important, ultimately to all industries.  Significantly, this will influence both foreign direct 

investment and investment by local investors and shareholders.  There is a cascade effect.  This 

affects many local businesses even in prime industrial areas, but the cascade affect usually has a 

greater impact in smaller centres and rural districts.  The impact would:  

 Delay, reduce or even prevent investment in additional facilities, plant and equipment whether the 

investment were for efficiency or capacity reasons   

 In the long run, result in less efficient local production and reduced capacity in relation to market 

growth.  This in turn would further reduce volume or capacity growth.  Increased inefficiencies 

would lower returns  

 Cause available funds to be allocated to alternative products or, in the case of global investors, a 

more attractive territory.  There would be reduced funding for domestic operations which in turn 

would reduce supply and consequently adversely affect GDP growth 

 Reduce the likelihood of start-up businesses being able to access funding.  The value and impact 

of entrepreneurial activities in creating economic and employment growth is axiomatic.  

 

7. The role of small lenders and micro finance 

Credit providers exist because there is a demand for credit by borrowers and there is a role for 

businesses to channel savings and temporary cash surpluses to such borrowers and thereby earn a 

return both for the savers and for the shareholders of such businesses.  The range of the demand for 

credit is extremely wide, ranging from large businesses and institutions down to the average person.  

Credit providers supply a varied range of products to meet these demands.  Many credit providers are 

specialist businesses in their own right offering only a selected range of products to meet the needs 

of a particular market segment.  It is unusual that a single institution covers the needs of all market 

segments although some big institutions or banks may attempt to do so.  Micro finance and the micro 

lenders associated with smaller short-term loans are a vital constituent of the overall credit market 

and play an invaluable role in servicing the specialised needs of customers in this small, but 

important, market segment 

There are two arguments that are often heard when considering interest rates and fees that credit 

providers are allowed to charge to consumers.  The first is that consumers need to be protected from 

excessive interest rates and fees charged by credit providers as they are generally excessive, and 

the second is that micro financing businesses are considered to be totally exploitive and that their role 

in the credit market needs to reconsidered.  It is often implied that the excessive growth of unsecured 

credit during the periods 2009 to 2012 was across the board and that regulated micro-financiers were 
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the responsible parties to the events that occurred.  Research indicates that the high growth in 

unsecured credit was primarily at the middle and upper end of the market by mid to large-sized 

lenders and longer-term unsecured lenders rather than by regulated micro-financiers focusing on 

relatively small short-term loans.  Much of it had its origins in aspirational aspects, rather than 

necessity, as the growth was primarily driven by larger longer-term loans rather than short-term 

credit.  It would strongly appear that banking institutions and specialist mid-sized credit providers that 

entered and over-exploited opportunities in the middle and higher-level market segment were the 

main drivers of the high growth in unsecured credit. 

It is clearly in the interests of the all parties that the entire credit market should be regulated.  Such 

regulations can be relatively easily enforced at the upper end of the market.  At the lower end of the 

market, this becomes far more problematical, if not impossible.  Cost structures on small loans at this 

end of the market spectrum are far higher and the risks in many ways are higher.  There is a need, 

however, to foster credit providers and encourage regulated competition in this market segment.  

Excessive regulations and controls on pricing fees and general controls will cause regulated formal 

small credit providers to withdraw from this market.  This drives demand into the illegal and informal 

market.  Within the informal market, typically, no credit assessment is made, paperwork is often 

lacking, oversight is extremely difficult and card and pin numbers are retained for purposes of 

collection.  These practices are illegal, but rife and far removed from the business models, risk 

assessment and practices of credit providers who do meet the formal compliance and registration 

requirements, specifically pertaining to the NCA, NPS and other legislation. 

Changes and amendments to the act and to interest rate caps and fees have a direct influence on the 

credit environment and consumers as a whole.  They will affect all the various stakeholders in one 

way or another, ranging from small credit providers to medium-sized credit providers, banks, retailers, 

vehicle financiers, banks, debt counsellors and consumers.  

There are two issues to be considered in this market segment. 

 Larger operators are not generally suited to service the needs of this market segment on a 

continuous basis.  Their cost structures and inflexibility are best suited to granting larger loans 

rather than servicing some of the specialised credit needs of lower-income individuals - many of 

whom are employed in the informal market and in rural areas 

 Over-regulation and low interest rates and fees caps will result in a decline in the number of 

regulated small credit providers and drive demand into the hands of the illegal market. 

In summary over-regulation and capping interest rates coupled with limiting maximum fees will tend to 

discourage the growth of smaller credit providers.  These are the very operators that are best suited 

to service this market segment as the operations and structures of larger operators are best suited to 

service larger loans and hence upper end clients.   

Micro financing involves the lending of small amounts of money to consumers who are usually lower 

income earners. These loans are primarily supplied by regulated micro-financiers and small 

moneylenders. Such credit is short-term, usually for a period of six months or less, and usually 

involves limited sums of money up to a maximum of approximately R8000.  There is a thriving 
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demand for such loans all over the world. This proves that this is a market that needs special 

attention and should not be neglected.   

There is a popular view that such loans lift people out of poverty and that one of their primary uses is 

to fund microenterprises.  This is true in some instances.  However, various studies have shown that 

such loans are important for other reasons, which have significant economic and social benefits, 

particularly at the lower end of the market.  Research shows that 

 Such financial instruments are a critical survival tool of the poor 

 Economic poverty not only involves low incomes but irregular and uncertain incomes 

 Credit is used to finance irregular expenses and income. 

The studies show that at these levels many financial instruments are used.  These include savings, 

loan clubs and borrowing from friends.  These methods are used in addition to microfinance.  The 

reason is that informal instruments have numerous disadvantages, the main one being lack of 

reliability.  This is important, and not surprising, in view of the problems in dealing with an unreliable 

income stream.  In other words, in an environment of uncertain income there is a need for a reliable 

source of cash.  This increases sureness of survival during a difficult period.  Clients therefore value 

the reliability of microfinance.   

If conditions within the lower income market become unfavourable, then banks and retailers shift their 

focus to other products and/or markets, and effectively reduce exposure to the lower income market.  

Specialist small micro-financiers would however have to move out of the market completely and/or 

close.  It would probably be impossible to re-enter the market, leaving the lower income market with 

almost no access or limited choice of credit.  Such regulated micro-financiers would effectively 

consider closure if they cannot earn a sufficient return.  They thus play a vital role in access to credit 

because of their products, outreach and consistent participation since their inception into this market.  

Consumers borrow money in order to handle the challenges which life throws at them such as illness, 

death, floods, and unexpected crises, thus providing access to credit through an ‘overdraft’ facility.  

Credit starvation and discrimination only feeds the informal/underground market, as consumers who 

have been turned down by formal credit suppliers continue to have the same problems and will seek 

whatever alternative available at almost any price, even it is the informal market.  If a client does not 

qualify for a loan under the new affordability guidelines and or the micro-financier cannot accept the 

risk because of price control then this automatically leads to an increase in informal/ underground 

credit, which is primarily illegal and unlegislated.  

Micro-financiers should be encouraged and fostered but it is essential that they and the industry be 

regulated.  The regulated micro-financiers must consist of registered microfinance credit providers 

operating within the ambit of the National Credit Act (NCA) in South Africa and adhering strictly to the 

rules governing professionalism, client care and high standard of ethical conduct   Most of the 

regulated micro-financiers serving this market are members of Microfinance South Africa (MFSA). 

Where applicable MFSA members are required to register with the NCR  
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8. Theoretical overview of consumer credit 

Certain observations can be made by analysing the growth of unsecured loans as analysed 

previously.  Research shows that the service providers offering larger unsecured loans say these are 

made available to their best clients with a five-to-seven-year term.  While the providers do not claim to 

know the uses to which such loans are put, they suggested that they were used mainly for the 

following purposes:  

 Consolidation of other loans  

 Incremental housing or renovations  

 Deposits for mortgages 

 Assistance in purchasing other major assets including furniture and other items  

It also appeared clear that those offering these loans were doing so in an effort to grow and secure 

their market share.  In many cases, it appeared these loans were being made available to state 

employees, given that there is a high degree of predictability of their pay date.  Moreover, the jobs of 

those in the state sector were deemed relatively secure.  It is clear that the major market for these 

credit providers were the middle or the higher end market consisting primarily of the upwardly mobile 

individuals and the growing middle class. 

In order to understand the credit market mechanisms it is necessary to set out the theoretical 

background of consumer credit, taking into account both the theoretical, practical and behavioural 

views of consumer choices.   

9. Declining returns of credit providers 

At the heart of the problem lies the impact of declining returns on the products of credit providers.  

The fact is that when the interest caps and set fees were introduced they were a best guess and 

primarily introduced to prevent usurious and exploitation by the industry. 

The analysis clearly established that  

 It is in the interests of the country to have a vibrant and prosperous credit providers’ industry 

and this includes the short-term micro financing and/or micro lending industry 

 It is best to foster competition through prosperity as a means of controlling pricing and to 

prevent growth in the illegal and illegitimate operations which are always available as an 

alternative 

 Price control will effectively stifle competition and reduce the number of legitimate operators 

forcing consumers to turn to the illegitimate market. 

 It is more important to place effective affordability rules at the upper end and the long end of 

the market where the needs of customers often are more aspirational than out of necessity.   

 Necessity and lack of choice in the short-term market drive consumers to seek the alternative 

that is always available - the unregulated and illegal short-term market. 
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The NCA introduced the initiations fees, service fees and interest rates caps on 1 June 2007. These 

have remained in force and unchanged since 1 June 2007.  The mere fact that there has been 

inflation, which has affected costs, but no change to the fees allowed in terms of the act means that 

margins have declined.  This has applied to all credit providers including micro-financiers. 

There has been a change in method of calculation of the CPI over the period but it is calculated that 

the estimated CPI growth over eight years from June 2007 to June 2015 is 6.4% per annum.  Costs 

utilising the CPI will therefore have increased approximately 59% over this period.  However, it is also 

true to say that there have been substantial additional costs brought about by additional compliance 

and other costs.  Information is not available from the larger institutions, but information made 

available by the MFSA indicates that increasing compliance costs brought about over the period 

amounted to an additional increase in costs of at least 7% (approximately).  All credit providers will 

have been affected and all will have had to adopt strategies to accommodate for the stresses that 

have been imposed on them.  Over and above this in many instances, the fees that were stipulated 

bore no relationship to the actual costs that were associated with that product.  It should be 

recognised that the cost structures of different credit providers could vary considerably.  It can be 

deduced that under these circumstances these fees would now be acting as a form of price control 

and would have had the following effects on operations, products, events and strategies of such 

credit providers: 

 Breakeven points would rise and businesses would need to increase the scale of their operations 

in order to obtain economies of scale 

 The cost and risk of smaller loans would increase.  Businesses would seek loan consolidation for 

the less risky customers   

 Smaller operators with less flexibility would close whilst lower income consumers would need to 

turn the illegitimate market for assistance 

 Businesses would seek alternative products to include in their product offering whether these 

were for the benefit of the consumer or not 

Moreover, loan consolidation and increased sale of life and other insurance linked policies would also 

increase. 

In order to maintain a sustainable credit provider industry, to the benefit of consumers and credit 

providers alike, credit providers must be able to financially sustain and grow their businesses.  Rates 

and fees, as prescribed by the National Credit Act (NCA) must take into consideration and reflect the 

real costs of credit provision, in order to ensure a competitive, fair and transparent industry.  The 

investigation strongly suggests that there should be a substantial revision of rates and fees.  This has 

three purposes 

Firstly, to ensure that rates and fees as with interest rate caps do not act as a form of price control, which 

has all the adverse economic impacts, outlined elsewhere in the report. 

Secondly, to ensure that they are properly reflective of the real and actual costs of credit provision.  

Failure to do so has and will continue to fundamentally affect the businesses of all credit providers, as 

well as the efficient and effective running of the credit industry as a whole  
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Thirdly, to foster a prosperous industry as well as competition amongst credit providers thereby ensuring 

that consumers get both adequate and efficient service at competitive prices. 

 Firstly, to ensure that rates and fees as with interest rate caps do not act as a form of price   

control, which has all the adverse economic impacts, outlined elsewhere in the report 

 Secondly, to ensure that they are properly reflective of the real and actual costs of credit 

provision.  Failure to do so has and will continue to fundamentally affect the businesses of all 

credit providers, as well as the efficient and effective running of the credit industry as a whole  

 Thirdly, to foster a prosperous industry as well as competition amongst credit providers thereby 

ensuring that consumers get both adequate and efficient service at competitive prices. 

10. Impact of reducing or leaving unchanged caps on interest rates or fees 

Continuing with the current status quo regarding interest rate caps and fees will have long-term 

negative impacts on the economy and the credit market.  It continues to have a wide range of 

negative impacts on the consumer with regard to access to credit and, in particular, the consumer in 

the lower and middle-income brackets, as well as small or start-up businesses. 

The current cap structure has and will continue to: 

 Reduce the access to credit for low income and rural credit consumers 

 Result in a focus on higher income individuals with secure employment and income 

 Raise the cost structure of smaller credit providers 

 Raise the breakeven point on loans and increase the economic size of loans 

 Lead to a move from low margin products to higher margin products 

 Foster potentially unnecessary higher margins-associated  product offerings  to boost returns 

 Reduce competition amongst registered micro lending operators at the lower end of the 

market  

 Increase the power of large banking institutions, and 

 Stimulate growth in the illegal or unregulated market. 

Extending the range of possible lending charges in order to open access to credit for previously 

“unbanked consumers” by increasing the interest rate caps and fees along the lines suggested in this 

document could have the following possible beneficial impacts on the South African economy: 

11. Positive impact of increased caps on interest rates and fees 

An increase in caps will expand access to credit for low income and rural credit consumers.  In 

particular, small/start-up businesses would benefit greatly; there is a significant demand and need for 

entrepreneurial start-up businesses to gain access to some form of credit.  More importantly, it would 

assist those who really require smaller short-term loans to smooth their uncertain income-generating 

patterns. 

Positive impacts on credit providers  

 Higher interest rate caps would reduce risks for smaller legitimate credit providers and hence 

increase competition in this market.  This would benefit the industry and economy and would tend 
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to prevent consolidation of power in the hands of relatively few larger banking institutions and 

credit providers. 

 Increase competition between credit providers.  Foster new business entries and the growth of 

successful smaller businesses thereby increasing competition particularly at the lower end of the 

market 

 Increase returns and increase the availability of investment funds particularly for smaller 

operators.  This would not only foster the growth of small business but increase access to credit 

for the lower income and rural consumers 

 The increase in interest rate caps and fees would allow credit providers to factor risks into the 

pricing for various products and customers.  It would also reduce any impediments in lending 

policy brought about by inadequate returns.   

 Credit providers would be able to price in higher risk and uncertainty allowing greater access to 

credit, particularly for lower income and rural consumers. 

 The higher returns and the movement of the breakeven point on loans towards the smaller end 

would mean that smaller credit providers would be able to set up economically viable units in rural 

and previously deprived areas.  In other words, it would bring credit to the consumer and 

therefore improve their access to credit  

 Higher returns would be generated on smaller loans and there would be an increase in the 

number of smaller loans as a result of being able to price in the higher risks associated with such 

loans.  The economic size for loans would be reduced.  The lower income and rural credit market 

requiring such consumer credit traditionally require smaller loans  

 Potentially encourage mortgage bond lending.  The current trend away from low margin products 

such as mortgage loans towards other unsecured products would be discouraged   

 The higher returns would tend to boost returns on credit products on their own.  As a result, the 

tendency towards bundling non-essential higher return products such as life insurance products 

with credit products would be reduced 

 Higher returns would increase the number of profitable legitimate micro lenders hence increasing 

competition in this market.  Whilst consolidation and elimination of weaker credit providers would 

continue, it would tend to foster an environment where smaller, well-run entrepreneurial micro 

lenders could survive and grow.   

 The market for illegal credit providers would be reduced and it would be easier to both identify 

them and control them properly. 

Positive impact on the economy 

The above should be seen in the context of previous reports that have recommended that increasing 

the interest rate caps and fees could possibly also have beneficial impacts on the South African 

economy.  Excess credit at low costs is also part of the problem - giving rise to excessively high 

borrowing.  Previous reports have suggested that increasing the allowed interest rate caps and fees 

would have some or all of the following benefits: 
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 There would be additional finance and business finance directed towards credit providers.  In turn, 

the increased finance and increased returns available would encourage credit providers to provide 

more credit not just at the top of the market but also smaller loans at the lower end of the market.  

In effect, it would increase access to consumer credit to legitimate large users but importantly to 

smaller credit users and consumers.  In short, it would increase the size of the credit market not 

only in terms of volume and value but also in terms of the number of individuals accessing credit.  

Importantly this would be occurring at the lower income sector, in rural areas and the rural credit 

market.  As stated previously it would improve access to legitimate credit to communities not 

previously enjoying this service 

 Improved access to legitimate credit, particularly smaller short-term loans through regulated legal 

regulated micro-financiers  could bring greater stability to communities and in the long-term could 

improve education, increase investment and increase and/or bring greater stability to consumption 

expenditure patterns.  This would in turn increase GDP growth 

 Credit providers would be able to factor in full risks and uncertainty into the pricing of a wider 

range of products, thereby reducing any structural imbalance brought about by inadequate returns 

for a specific product.  Provided credit growth was soundly based, this should improve 

opportunities for small businesses both in urban and rural areas, adding to GDP and employment 

growth 

 It may well be that the increases proposed, together with steps taken to reduce uncertainty and 

risk, will assist in increasing the growth rate of mortgage loans.  Should this be the case, this could 

bring some interest back into the housing market, decrease uncertainty in that market place and 

assist in fostering growth in the building sector.  This ultimately could spill over into the commercial 

sector and give a badly needed boost to the construction industry.  There is no certainty that these 

effects will take place, but it may assist in giving an upward boost to an important employment-

generating sector with benefits for the overall economy. 

A careful analysis of the views the original research and the recent research and reports utilised in 

preparing this report and interviews with various credit providers tend to support these findings, 

although there is a wide range of views and interests.  Many of the credit providers interviewed were 

of the opinion that if changes were introduced they would prefer an increase in caps, as this would 

increase access to credit (especially to higher risk clients), as well as limit the informal/unregulated 

lending market. 

However, if aspects are not controlled, potential negative economic consequences of increasing 

maximum caps and fees could result, such as: 

 Greater access to higher risk consumers could lead to higher indebtedness and default rates – 

adding to stress on household balance sheets 

 Raising the interest rate caps and fees, and allowing credit to higher risk clients, could result in 

higher default rates for financial lending institutions (especially those that do not use NAEDO).  

The growth in debt default indicators (i.e. summonses, judgements, liquidations and insolvencies) 

would increase, thereby increasing household balance debt distress, which can be expected to 
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have negative ramifications for domestic consumption growth, and ultimately economic growth.  

The increase in the debt default indicators will represent a general rise in systemic credit risk 

exposure levels within the domestic financial system, which could harm both economic and 

investor confidence 

 An increase in caps and fees could lead to an increased risk of reckless lending by credit 

providers.  However, this was disputed by a number of credit providers who felt that the NCA’s 

tight regulations provide adequate protection of the consumer; in addition factors such as 

competition and the protection of a bank’s reputation should guard against reckless lending 

 By giving more (mostly high-risk) lenders access to the credit market, the level of personal debt in 

the economy would increase.  Currently levels of household debt as a percentage of disposable 

income remains high and this ratio still needs to be lower.  Raising the caps and fees, and 

increasing the overall level of personal debt in the economy could raise the level of household 

indebtedness to higher levels, so that they continue to be a source of vulnerability to the financial 

system in the event of an adverse shock to the repayment capacity of households 

 Higher debt levels also impact negatively on savings 

 While raising interest rate caps and fees will result in higher inclusion rates for higher credit risk 

clients, the impact on overall credit systemic could mean higher bank regulatory capital charges 

that could adversely impact on profitability margins. 
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Acronyms 

 

APR :  Annual Percentage Rate 

CP : Credit Provider 

CPD : Corporation or Public Deposits 

EAO : Emolument Attachment Order 

GDP : Gross Domestic Product 

LSM : Living Standard Measure 

NCA : National Credit Act, 2007 

NCR : National Credit Regulator 

PDA’s : Payment Distributor Agents 

SARB : South African Reserve Bank 
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DISCLAIMER 

 
 
Disclaimer  

Econometrix (Pty) Ltd (Econometrix) obtains information for its analyses from sources which it considers 

reliable, but Econometrix does not guarantee the accuracy or completeness of its analyses or any 

information contained therein. Econometrix makes no warranties, expressed or implied, as to the results 

obtained by any person or entity from use of its information and analysis, and makes no warranties or 

merchantability or fitness for a particular purpose. In no event shall Econometrix be liable for direct, 

indirect or incidental, special or consequential damages, regardless of whether such damages were 

foreseen or unforeseen. Econometrix shall be indemnified and held harmless from any actions, claims, 

proceedings, or liabilities with respect to its information and analysis.  

 

Copyright  

Copyright 2015, Econometrix (Pty) Limited, Johannesburg. No portions of any reports, publications or 

information produced by Econometrix (Pty) Limited in whatever form (Electronic, Hardcopy or otherwise), 

may be reproduced or published in any manner without their prior written approval. 

 


