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CHAPTER ONE

General Background to the Study

1.1Introduction and background of the study

In South Africa, like in many developing countries, microfinance holds a big promise to

generate income, reduce unemployment and alleviate poverty by granting financial

services to small micro enterprises tr by the formal banking sector. In
contrast, the real income and ‘lifestyl or, particularly in rural areas, are
comparable to those in the poorest 2 3aumann, 2001:123). The South
African economy and banking systen skewed income distribution and

economic structure that has produced" W number of so-called ‘unbankable’
households. Political attemp{ly MVW’WL@TPFW bekste serve such people on
social grounds are pointless and ogrdthdict thé gowtlenmaent's broader emphasis on a
globally competitive economy Hazelhurst, (2004:104). However, according to Khandker
(1998:2), a financial sector is not good enough if it is not accessible, so that as many
people as possible can contribute to economic growth and enjoy the benefits that

accrue from access to economic opportunity.

As a result of the biased access to micro credit, it was therefore viewed necessary to
appoint the De Cock Commission in 1987 to assess the effects of monetary policy on
financial system in South Africa. The committee criticized overregulation of the financial
sector, which had made it ineffective in terms of providing access to finance particularly
to informal “third world” synonymously referred as “unbankable segment”. However the
recommendations made by the commission were implemented with the adoption of the
new Banks Act, 1990 (Act No. 94 of 1990).



























































































































MFIs encourages that groups must save regularly, which determines the ability to make
regular payments and serve as collateral. Group members are jointly accountable for
the repayment of each other’s loans and they attend weekly meetings to ensure that
payments due have been made. The entire group will be disqualified and will not be
eligible for further loans, if one member of the group becomes a defaulter. The
creditworthiness of the borrower is mostly determined by the members of the group
rather than by the MFI. It is believed that loans expanded to women benefit all the
household members with improved level of food intake, health, and education.

b) Village Banking

Village banking is a financial service ssists the poor communities to
establish their own credit and savir or village banks. Village bank
provides non—collateralized loans to its mEW@*Place to invest savings and promote

social solidarity. The sponso@l?ﬁ@@fgﬂg}/i&qs F@Wﬁﬁl\@age banks and village
banks in turn provide individual lognsge iteeMemiparse

Peer pressure and peer support among the members are considered as the bank
guarantees of these loans, to ensure repayment where small working capital is repaid
every four to six months by its borrowers. Borrowers start with a very small loan and
gradually they establish loan ceiling. Loan sizes depend on the amount which borrower
has saved. Member's savings are kept for the purpose of lending or investment to
increase the resource base of the bank. Commercial standards are applied to determine

interest rates and fees.
¢) Savings mobilization

Savings mobilization has recently been recognized as a major force in microfinance. In
the past, microfinance focused almost exclusively on credit; savings were almost not
taken into consideration by financial intermediaries (Vogel 1984:89). The savings serve
as a requirement to access loans by MFI clients. This is done because if a client fails to

repay the loan, the savings are used to assist in loan repayment.

42


















a) South African definition of small medium and micro enterprises (SMMEs) )

In South Africa small medium and micro enterprises (SMMEs) will be defined in terms of

National Sms

Business Amendment Act of 2003 (Act No. 26, 2003), which defines

small medium and micro enterprises (SMMESs) in terms of their industrial classification,

size , number of employees paid , turnover and total gross asset value. Table 5 below

provides a diagrammatical explanation of SMMEs.

TABLE 4: Definition of small mediu

rprises (SMMEs)

Sector or sub sector in Size and Total Total gross
accordance with the ' 18S turnover | asset value
standard industrial e (fixed property
classification %ployees excluded
Agriculture WMIARRETSITY 1gd TOTT TS, R 5m

Smaﬁuycuwr - Riadias e g R3m

Very Small 10 R 0.50m |R0.50m

Micro 5 R 0.20 R 0.10m
Mining and Quarrying Medium 200 R 39m R 23m

Small 50 R 10m R 6m

Very Small 20 R4m R 2m

ficro 5 R 20m R 0.10m

Manufacturing Medium 200 R 51m R 19m

Small 50 R 13m R 5m

Very Small 20 R 5m R 1.90m

Micro 5 R0.20m |R0.10m
Electricity, gas and water Medium 200 R&51m R 19m

Small 50 R 13m R 5m

Very Small 20 R5.10m R 1.90m

Micro 5 R0.20m | R0.10m
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TABLE 6: Rate of employment opportunities created by small micro enterprises
(SMEs)

SME SECTOR PROFILE

Current employment profile

Occupational group | AFRICAN | COLOURERD | INDIAN | WHITE Total
M F DM F D M F DIM F E
Clerical work 360 | 870 0 |30 207 | 0O 83 162 |0 | 120 | 585 0 | 2397
360 | 870 0 83 162 |0 | 120 | 585 0 | 2397
Labourers 27 36 0 3 0 0 fo 3 0 |69
27 36 0 3 0 0 jo0 3 0 |69
Professionals 186 | 21 0 27 27 0 | 228 | 240 0 |[969
186 | 210 0 27 27 0 | 228 | 240 0 | 969
Managers 118 | 108 0 64 |64 |0 |402 | 288 0 1088
118 | 108 0 32” 64 64 0 | 402 | 288 0 | 1088
Service workers 156 | 2 s 2 0 {12 84 0 {519
156 22‘?“ f;’ Hrg'{'zé‘ IE;U*J%&&% 0 |12 |84 |0 |519
Professionals 55 |78 [0 H&© T o [0 [33 [75 [0 |26
Total | 901 [ 1527 {0 [ 107 |O 163 [ 250 | O 0 §795 | 1275 |0 | 5303

Business partners limited (a specialist investment company providing debt and equity
investment, mentorship and property management services for small firms in South
Africa) is taking the initiative and is addressing the question of developing an
entrepreneur-driven economy. lIts five points —plan for developing small micro
enterprises (SMEs) resolves around the following:

a) Creating an environment that will encourage entrepreneurship and development of
SME.

b) Mobilizing financial resources to promote small firms by means of financial support
programs.

c) Making available low-cost and affordable business sites in areas that lack them.

d) Upgrading small firm’s managerial skills and knowledge.
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Table 7: Estimated number of small micro enterprises (SMEs) whose liabilities
exceed the assets (2004)

Type Of Industry | Compulsory Voluntary Total
Liquidation Liquidation
Manufacturing 57 99 156

3.5.2 Legal and regulatory environr

All over the world small business-si rceive small micro enterprises
(SMEs) as their best tool in economic de'annock (1997:45) noted that small

manufacturing firms are ofteUeen as thf I diriglg%;[e oﬁﬁ?génization and skilled job
creation. In addition government Flagl&@[ﬁé %ﬁ%ﬂ%m}@“ micro enterprises (SMEs)

with special tax incentives and relatively low tariff rates for importers of manufacturing
machines, equipment yet business licensing and labour laws still constitute major
problems. Small micro enterprises (SMEs) are also subject to various business laws
and regulations affecting their business growth and the intensity of the barriers they
face. Small micro enterprises (SMEs) rely on the actions of local government in a
number of ways. They are also subject to a number of municipal regulations. A review
and a simplification of overall legislations and regulation procedures can have a

significant impact on the local economy in particular in the following acts:

a) A National Small Business Act, this act should give formal recognition to the
government's involvement in small business support. In order to facilitate the
¢ ferentiation of support, such an act should also define and introduce the principle
of automatic phasing out of developmental support (also known as sunset clauses).
The act will also have to address the principle of SMME membership of some (self-

chosen) business association as precondition for their eligibility of state support.
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CHAPTER FOUR

Theoretical Review of Related Literature

4.1 Introduction

Microfinance in the context of this study is inquired if it is a possible strategy that may

be entrusted to facilitate access to fin ro enterprises (SMEs) classified
under unbankable segment. Principa socio economic effects suffered
either from no and limited access ¢ rofinance. According to United
Nation’s report on human developme 2000: 23) it is revealed that in

South Africa approximately 76% of the pSHg#%h the second economy live on less

than $2 per day or at the Uﬁﬁt ém%?lﬁ‘&ft I:Tﬁla@proximately R360 per
month while 68% population remzjs erherkid. el theecost of living in the country
this means that every day, millions of South African's are not able to fully meet their

basic needs. Many of these people often fall outside of the mainstream economy and
they rely on government grants, remittances from family members who are employed,

on temporary work, and on other income generating activities in order to survive.

However in tact, the world admits that efforts to date have not been successful in
eliminating the effects of two-divide economy that includes redressing the imbalance of
access to financial services and elimination of poverty. Additionally, Woolcock M
(1997:86-91) argues that “overcoming the two- divide economy requires the transfer of
vast resources into the second economy and that wherever possible these resources
should take the form of productive assets that enable people to empower themselves”.
This in turn requires that the economic institutions be transformed and be constructed
on the basis that redresses the apartheid fragmentation to new institutions that are
capable of meeting the urgent challenges of limited access to financial services in

second economies.
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6.2.3 Amount of loans borrowed from MFls and CBs by the SMEs

Figure 2 indicates that only 3.3% of respondents received credit from commercial banks
whilst a massive 96.7% b >wed loans from MFIs. The enormous 96.7% of
respondents surfaced that they were not offered loans by commercial banks because
they have no guarantees, pay ps and did not have regular income. Consequently the
bulk 96.7% has borrowed money from MFls to start their businesses, expand them and

not from their personal savings or family members.

Figure 2: 's (SMEs) in
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Respondent- B

“Eating one meal a day was my daily life practice, my two elderly children
dropped out of school before they could reach high school level. The situation put
more strain into not so my good health condition. This made me to become more
vulnerable to diseases. Yet, | could not afford to buy medicine. Madzikane ka-

Zulu hospital was not of much help as | would be normally referred to Link

chemist to buy the medicine in icription. Hence | could no afford
such money, my situation got v lution that came over me was to
borrow money from traditione (unregulated) with no hope of
where and when | could get say the loan with its excessive

escalating interest”. “Local MFis (EYSE®mmunity Finance Centre) came as a

solution. | was thoug@mtvefcﬁfy legn foetvd-hayreroblems but to use the
profit obtained from the ldayethewrinakcog saviws. | thank tata Gwiliza for

bringing Eyethu Community Finance Centre to my community” (interview,
September, 2009).
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Data collected suggested th. most of respondents who utilized microfinance services
were above 40 years of age. Nevertheless that age is mostly married and normally has
greater social responsibility than youth. Extra income generated by that age group was
more likely to be used in im oving the livelihoods of more people than would be the
case of the youth. In other ' rds a rand invested on that age group, assuming equal
returns on investments is like ' to have greater impact on livelihoods. Whilst in general
unemployment is higher am g the youth. Youth is viewed as a very significant and
impressionable age group that required some special attention. They are the future

leaders who require nurturing. Ear sriences determine their future
productive capacities and fulfillmer tial roles in society. And yet
unfortunately their social impacts on » in general were normally less
than what would be the case w > 40 years because of their

responsibilities. Based on the educationa YSlllllPSTile of respondents, one could safely

argue that criteria to affold] grpgtie mopt Jprgia@'@yrpfl-ggﬂ't'@e performance of an
enterprise may not be judged by thedmidi@f educatizrt onebave.

Hence the bulk of respondents had secondary and others were without formal education
but had profitable businesses and were not defaulters. Additionally, almost all the
respondents managed to undergo small enterprise business development training
programs to strengthen their capabilities in the field of business. Ironically commercial
banks ignored the potential of respondents as the strength that could make their
businesses a success and enable them to repay loans. Instead commercial banks
(CBs) considered and required educational level as important and an indirect eligibility
criterion for a loan and busi ss success. The rational behind is that educated people
mostly had better salaries and job security, so they are the suitable target market. They
are a target market with mii 1al risk on CBs investments. The scenario on the other
side put enormous increased demand for access to credit to MFls.
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Appendix B: A letter from the supervisor

Mr Ggoboka
E-mail address: Eyethu. fin@TetkomSA.net
Ce: Pels@thecricket co.za

From: Prof. R.H. Nengwekhulu
SUBJECT: CONFIRMATION OF PELEKA DZINGWE'S STUDENT STATUS
1. This is to canfirm that Peleka Dzingwe a registered student for the Masters Degree in
Public Administration of the U
2. Sheis currently working on he ince.
3. } am the supervisor for the sak
4. | would like to request you to sential for her research.
5. The data will be used for acade.... wy instances where
confidentiality is required, the studcanthmecttf\;t confidentiality.
Un.versity of Fort Hare

Thank .
e 1" yethes in Excellence

T,
Cell: 082 808 4020
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Section 3 '

Kindly make short comments on the following questions:

25. What is the total amount of microcredit you have you taken so far? .......ccccvvvvcrveniienneenencecsecennen,
26 What did you do With the MONEYZ.....ceuiiiiiiii e e et e et e e e e s anes

........................................................................................................................................................................

..................U.tttvet.’.l.ty..Ut.-f-Ut.t..ﬂdtt ...........................................
............................................................... i.og.ei:ne-’n.l.n.ﬁxcetterlce.....................................................
29. Have you received any practical and extra-palatable training from the MFI ?2............ if yes list them

30. How many male and female members that are in the management position of the business? ..............
31. What kind of difference do you see now that you have been working with MFI invyour business '
(Please compare the following to the time when you were not working with MFI)

Past previous

2T £ H P

Product range

Profit

No of employees

Thank you very much for your cooperation!
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