e
i
—
)
>
b
a
~
p- 1
—
7
(o)
)
L

Clarity & Strategy Through Economic Research




The case for
CHANGE ...

B v .
v ,‘, 1.‘c.v..
". MR

‘ 5

15
1)

) " N AL ! i
LA M LU Ay LA
L L A !

Consumer credit Symposium
Connecticut,
November 2009




N -
Consumer credit landscape
AINY\PIAY AL /AN
Features of the banking landscape
AL NTA PN NN
The imperative for change

4 PEY NS YA
Spectrum of financial prOV|S|on

§
D
®
S
o
: A
2
Y
©
o Y
S
®
%
~
Q




/'//\‘

NN,
0

V ,//

Consumer credit landscape

VNN




4N\ 4.7/, B 1"/

/Usury Act (1968) applicable to transactions

up to R500 000. Usury cap imposed

/ Credit Agreements Act (1980). Movable
goods, term >6 months. Deposit stipulated.

/Usury Act Exemption Notice (1992). Micro
loans less than R10 000 with a duration <
36 months




Advances

Estimate R million
outstanding

balances As at

Sept 2002 Pensionbackedloans
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Mortgages 198, 822

Leases

Overdrafts & Mortgages-small Mortgages-Large

other loans Overdrafts & otherloans

[nstallment sales
Credit&
Icroloans

Hyegistered microloans

Leases

Installment
sales

Credit & Store
Cards

Micro-loans
(non-bank)

Strecture, Substituge s

Competitygness: Qjsclosyre, M arket
)
o

Unregistered
micro-loans : T T T

j Book SizeWalues of credit é4ended in R Billidds




Number of accounts

O Mortgages-Large
Overdrafts & otherloans

Leases and HV Instalments

' Pension-hacked loans
Mong@nall

re Cards
1 Ins S

ales

Mortgages >
R100 000

Mortgages <
R100 000

Overdrafts &
other loans

Installment sales 3

es

SuUbstl

Credit & Store )
Cards

Microloans

Unregistered micro-lenders

, Competitveness: Disclosure, Mark et Structure,

Unregistered
microloans




Months

Source: FEASIbility, 2003; MFRC, 2004

Segmented market

High rates in exempt
market, but also

Exempt market

of formal credit
for LSM4-6 (6m or
25% of pop)
Usury credit above cap
— esp. short term -

such as

admin, club, credit life
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Concentration:
Market Share in Four Product Categories

Mortgage Loans Instalment finance Overdraft & other

25% =
‘threshold
for scale
monopoly

Lack of contestability: ability to reap profits / excess margins
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Profitability

Profitability Profitability of segment in the last year (ranked by those active
in the segment)

Moderate (10-20%) High (20-30%) Extreme(30%+)

e

Corporate banking

HL s

Private banking

Internet banking

in

i Asset management & unit
.tousts

e

Micro-lending
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Returns on retail and mass market segments, 2002
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Current accounts:
Comparative fees for annual bundle of services

1

USA Germany

0O Annual m EFTPOS 0O Cheque
B Stop Order @E VWithdrawal O Deposit
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The imperative for change

Economic & social outcomes arising from:

Weak disclosure and distress
borrowing
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CREDIT? START AT THE BOTTOM
ﬁu&oglee»!vour?ss LF INTO




Inst.
Sale
10,000
To
R25000

Instalment
Sales
R2,000 -
R9,000

Micro loans R1000 -R5000

Term 12 months
Bank 5
Bank 1
Bank 2
Bank 4
NBMLA1
NBML2

Total Cost of Credit

Term micro loans

Instalment sales
< R10 000

Instalment sales
> R10 000

83%
98%
112%
147%
155%
209%
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Price affected by Credit Life Insurance
& other “add-on’s”

Table 4.8 Instalmen iler Quotation

"FURNITURE RETAILER QUOTE -

iAs a % of iContribution {What would

cinclusive price ito APR ithe APR be
:without this

item?

OO ull2|
D
c
©

Price (incl.VAT) ,069.98: 89 46%: 47 27%
Delivery Fee R 240.00:

Py
N
o
)
©
©
®

Stamp Duty R 4.00:
Inclusive Price R2.23132.98 100.00% 52.84%

Insurance R 885.78_ 38.28%5 20.23% 43.169%
|Contract Fee R 36.00C¢

Less deposit -R 320.00¢
Principal debt R 2.915.76: 126.01% 66.58%
Finance charge (35%); R 1,176.64; 50.85%; 26.87 %; 33.38%
IClub Fee R 286.80: 12.39%: 6.55%: 62.07%
Account Balance

R 4.379.20: 189.25%: 100.00%:

Annual Percentage rate based on 24 instalments 72.28% per annum
23 instalments of R 185.00

1 instalment of R 163.40
Source: Actual quote from retailer
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PECURIIMNCINIREREIAI provision

Income RO-R1,500
LSM 1-3

Band Over excluded

Share of 55,3%

population

Micro Mashonisa/ Informal

lending Microlending
Cash Loans only if
formally employed

Retail Credit Access to low-end
furniture and clothing
credit for LSM3

Mortgages/ Upper part of group:
housing RHLF RFIs
finance

R20,000

LSM 10

Super
Included

3.60%

Preferential
rates for all
financial
products
‘Private
banking’




SA consumer credit market

Interest paid as a proportion of volume of credit extended

Price of Credit
R billions

Volume of
Credit extended
R billions

Average price
of credit (Price
as % of
Volume)







Factors contributing te high costs
- from lenders perspective

Poor access to information and poor
information-sharing undermines credit risk
assessment

Difficulties associated with accessing the
payments mechanism; unreliability of the
debit order collection mechanism, payment
system preferences

Difficulties in accessing funds by non-bank

and smaller players e
Unequal playing fields caused by disparateg‘\\',;\\,,'\,'
consumer credit legislation INN




Factors undegmining Market forces -
from thefcensumenpesspective
™ \\ /

Weak disclosure to consumers, which impairs their
ability to evaluate comparative rates

unsophisticated consumer groups to assess costs
and to switch

Inability of individuals to review personal credit
records, and difficulties of redress
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[Factors unglgrgn ng.market forces
- from tH‘eﬂop\S{n\‘e Qelspective
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Limited choice and substitutability for some income
groups

N\ ./\‘
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Fragile economic circumstances worsens
uncertainty associated with repayment. In the
absence of appropriate savings products — this
locks households into distress borrowing and

worsens bad debt
|, - "‘
~Z/ =
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