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Introduction
South Africa is a land of immeasurable potential, with opportunities for 
innovation and entrepreneurship cropping up almost ubiquitously. 
However, there is something impeding the development of new ventures 
and the launching of new ideas. 

For many South Africans, this impediment is poverty, with 34,7% of the 
population living below the poverty line of $3,70 per day, and a further 
16,6% of the population living below the extreme poverty line of $1,90. 
Exacerbating this effect is the fact that majority of people living in poverty 
are uneducated, unemployed and unbanked, frustratingly excluded from 
the formal economy, or from access to financial resources – including credit, 
savings, and insurance.

Microfinance – also known as microcredit – is a tool to counter this problem. It broadens access to funds and 
financial services, particularly for lower-income individuals who previously had no means of reaching these 
resources. For banks, providing microfinance has historically proved too risky, due to the relatively low profitability 
of providing loans to clients that at the outset have low incomes or no collateral to provide. Luckily, an alternative 
avenue exists in the form of Microfinance institutions, which deal in large numbers of small value loans. 
Microfinancing is a secure, regulated way for people to participate in financial activities, for personal and business 
purposes. Microfinancing is a means of enacting financial inclusion, which ultimately benefits the economy of the 
country and the livelihoods of South Africans alike. The development of the industry is key to unlocking access to 
financial services and must be transformative itself if it is to hold the potential for greater financial transformation.
 
“In the macro sense, it seems to me that when it suits us we ignore fact that our society is very much a dual 
economy, sometimes even with a third dimension,” says Hennie Ferreira, CEO of MicroFinance South Africa. 
“But it’s crucial that we understand that it’s not either-or – we always operate among both elements, and we all 
comprise the same ecosystem.”
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Through our research, the following are recommendations that we, as NPI, propose for improved transformation 
in the microfinance industry in South Africa:
 
• Appropriate legislation to regulate the sector and take account of its uniqueness, needs and risks, needs to 

be promulgated and properly enforced. 

• Providers, users and high street institutions alike need to collaborate more. No one is capable of effectively 
servicing every need in the market, and mutual support will foster widespread growth and improved 
opportunities. 

• Technology and market data need to be made available in order to educate the consumer, so that they are 
better equipped to make cognitive, informed decisions. 

• Government and business need to commit to making it more attractive for informal “underground” 
businesses to join the formal sector.
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Development financing in South Africa

There are a number of forms of development financing, namely:
• Educational financing
• SME financing
• Housing financing
• Agriculture financing
• R&D financing

The is a strong demand for credit in the South African market, as driven by the consumer. Credit offers consumers 
additional freedom and flexibility, and unlike unregulated loans, microfinancing protects the consumer by 
providing more affordable credit more safely. The idea is that consumers borrow small amounts and repay them 
according to their means, rather loaning more than they can afford, forcing them to sell their often indivisible 
assets to meet the repayment.

According to MicroFinance South Africa (MFSA), its members are the credit providers of choice to a unique group 
of the country’s consumers that cannot necessarily access the series of “high-street” institutions. The lack of 
access is a monetary state as well as a physical one. Often, individuals falling into lower-income brackets cannot 
afford the fees that financial institutions impose, or banks do not allow them access based on their informal, 
unsteady or unpredictable income. In the physical sense, people within this bracket often reside in far-flung rural 
areas in which banks have little presence, meaning that physically depositing funds or visiting a branch is actually 
very difficult. 



“Entire market segments are being underserviced or missed out entirely,” 
avers Ferreira. “Often, these markets are more easily serviced by small 
businesses, but the current competitive and rigid environment discourages 
them from formalising.”

The small businesses to which he is referring are MFSA’s end user. He explains that these end users are 
geographically closer to the market they service, and often understand the needs of their target market more 
clearly than larger enterprises, making their offering more relevant to its consumer and often far more affordable. 
The microfinance sector plays multiple roles in the economy and fostering its growth. It generates employment, 
encourages economic and commercial activity, and empowers new businesses to begin. Financial inclusion is an 
oft-used buzz phrase that actually has an important and meaningful impact on the transformation of the South 
African economy and the population at large. Ensuring that citizens are financially included fosters both social and 
economic development, and contributes enormously to the economic growth that the country so hungrily needs. 
While it has been argued that there is rarely any such thing as socially responsible capitalistic growth, financial 
inclusion is a solution that proves that this may not be so. It achieves this by granting a measure of self-sustaining 
economic freedom to people; empowering them to generate their own income, to plan their financial futures, and 
hopefully save and generate wealth as a result. 

“We don’t allow people to crash and burn. Through seeing the benefits of microfinance, the end user is uplifted!” 
says Ferreira. “They borrow within their means, and grow incrementally, which helps mitigate the likelihood of a 
failed entrepreneurial venture. The services we provide improve people’s lives – obviously something that means 
different things to different people – but if both formal and informal providers and users can acknowledge that 
we all operate within the same ecosystem, we should see mutual benefit.”

This inter-reliance, which harkens back to the spirit of ubuntu, is what Ferreira says is lacking, and as such is an 
obstacle to real transformation in the industry. He emphasises that organisations like MFSA have begun to create 
awareness over the past two decades, by bringing the needs of underserviced sectors in the market into the light. 
This has forced the high-street institutions to take notice of the opportunities presented in the market, and develop 
new products to attract these clients, all of which contributes to financial inclusion. This of course also challenges 
MFSA and others to improve their offering continually, in order to remain competitive.
In South Africa, the biggest challenges in the microfinance industry are the incorporation of technology – which 
can markedly diminish the amount of friction in the transactional process – and the promulgation of appropriate 
legislation and regulation. 

“The industry needs to be appropriately regulated, because proper enforcement allows people to grow from being 
fully informal, to having a place in the formal market. The regulator needs to structure a system that is affordable 
and grows functionality, improving people’s livings and making room for them to upgrade,” says Ferreira.

“Improper regulation, on the other hand, immediately sees people reverting to informal practices,” Ferreira 
continues. He describes how if a system is too rigid or inaccessible, people begin to take short cuts, disappear off 
the radar, or begin alternative economies. Informal lenders, he explains, are not incentivised to enter the formal 
sector, and often they take the decision not to register. This is problematic as the informal sector can prove to be a 
breeding ground for illicit activities, and worse still reflects poorly on the lending industry as a whole. 

“Those of us in microfinancing, as well as the regulator, need a single vision,” he says. “No more bumping heads: 
we need regulation that is appropriate for the risk, needs, and profile of small businesses.”
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Transformation in the sector appears to have gained some momentum, 
but when economic growth is slow, getting services to as many people 
as possible remains challenging

Hennie Ferreira adds that transformation in the Financial Services Sector is under consideration in legislation and 
law, but needs to engage much more closely with the industry. These laws do not yet have an understanding of 
the uniqueness of the sector. For real improvement to occur, microfinance role players do not need to be exempt 
from regulation or grouped under one umbrella. Rather there is a need to create a chain, a value chain, which 
guides growth from informal to formal, through various attainable steps.

There is an impetus upon the Financial Services Sector to speed up transformation in the sector, and this is 
espoused by provisions in various places, including the Financial Sector Charter and within the B-BBEE Codes for 
the Financial Services Sector. Please note that at the time of print, the Financial Sector Codes have been finalised 
by government, however they are yet to be gazetted.



Financial Services Sector BEE Codes

As with any B-BBEE legislation, the section pertaining to the Financial Sector aims to give definitions to the basis 
for measurement of compliance to the B-BBEE codes, specifies the elements that should be focused on and 
measured, and grants power to the Financial Sector Council to generate guides, practices and standards that 
should enforce the principles of B-BBEE.

In Code Series FS800, the B-BBEE codes specifically touch on the importance of financial inclusion. It explicates 
that the Financial Sector acknowledges that access to first-order retail financial services is fundamental to 
transformation and to the development of the economy as a whole. Resultantly, the industry explicitly undertakes 
to develop ways to make appropriate first-order retail financial services available, through ensuring these services 
are affordably priced and appropriately physically accessible. Another important consideration is that of bringing 
electronic infrastructure to the groups targeted by Financial Sector Code. 

While these goals are of course necessary and laudable, the fact remains that in many areas, transformation is still 
required. Endeavours such as those developed by microfinancing offer inroads into bringing about transformation 
by effectively reaching groups that previously seemed beyond reach. Thus, it is hereupon that the imperative for 
transformation is based.

Financial Sector Charter

The Financial Sector Charter (FSC), which was brought into effect in 2004, is a voluntary agreement by all National 
Economic Development and Labour Council (NEDLAC) members to promote social and economic incorporation 
and access to the financial services sector.

According to the official releases, the Financial Sector Charter commits its participants to: “actively promote a 
transformed, vibrant, and globally competitive financial sector that reflects the demographics of South Africa, 
and contributes to the establishment of an equitable society by effectively providing accessible financial services 
to black people and by directing investment into targeted sectors of the economy”.

The Charter is embodied by the Financial Sector Charter Council, which enforces the implementation of the 
charter. The council constitutes trade associations, government, NEDLAC Organised Labour, NEDLAC Organised 
Community, and the Association of Black Securities and Investment Professionals (ABSIP). The Council engages 
with policymakers and holds them accountable to generate transformation, as well as engaging with stakeholders 
to understand needs and ascertain the degree to which implementation has taken place.

“The state has a role to play, too,” says Ferreira. “They can support small business and help change the 
perception of small business, especially to allow room for competition, for technology and for getting in 
touch with small business.” With this in mind, then, the Financial Sector Council is the body through which 
transformation may really become visible in the microfinance sector.



The B-BBEE Code espoused within the Charter has been scrutinised regularly, and in March this year the final 
amended code was signed off. However, the Broad-Based Black Economic Empowerment Commission expressed 
that the targets that have been set are too low to truly be used to achieve transformation. Acting Chief Director 
of black economic empowerment at the Department of Trade and Industry, Liso Steto, pointed out that while 
access to financial services has risen, the numbers for ownership and management control in the sector had 
declined. For transformation to take root and flourish, the representation of people needs to be clear across the 
board. From the B-BBEE Code’s perspective, this will only occur when representation is clearly redistributed.

Element

B E E  P O I N T S  W E I G H T I N G

Short-term 
Insurers

Other 
Institutions

Banks /
Life offices

Ownership 20 20 20

Skills Development 15 15 15

Socio-economic Development and 
Consumer Education

Empowerment Financing & ESD

Access to Financial Services

5

25

25

5 5

0 0

12 0

Management Control 20 20 20

Procurement & ESD 15 35 35

Total BEE Points 125 107 95
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The South African economy is at a critical juncture – the need to drive 
economic growth and job creation is imperative. Government has 
recognized that small and medium enterprises (SMEs) are the only 
entities that will create jobs at the quantum required, while big business 
remains focused on efficiencies.

South Africa has high unemployment (with more than five million working age South Africans without jobs), 
a high rate of SME failure (75%), and very low growth. It is therefore of national importance to work together 
to stimulate SME development. The South African Government has prioritised SME and informal sector 
development for their potential social and economic growth prospects. As vehicles for entrepreneurship and 
employment opportunities, innovation, competition, integration with the local economy, regional development, 
supply chain and procurement, SME’s face challenges such as access to finance, markets, technology, skills and 
management. Policy tools vary and can include finance, tax, subsidies, guarantees, information or a combination 
of a number of these. Business culture and entrepreneurship that distinguishes between business versus 
occupation creates a vibrant culture to promote SME development.

Currently, only 13 banks operate in the SME space in an industry that consists of 19 registered banks, 2 mutual 
banks, 13 foreign banks with local branches, and 41 foreign banks with approved local representative offices.
Microfinance has the benefit of attracting untapped markets and previously excluded groups into the fold. It 
introduces these clients to financial activities such as saving, and furthermore offers them access to start up 
capital. Even for those that may have had access to high street institutions, microfinancing is more affordable 
by virtue of its lower borrowed amounts and interest rates.

Enterprise 
Development 
& Microfinance



Organisations such as MFSA generally have small businesses as the providers. The provider then lends to the end 
user, and both enjoy growth, with the provider being able to follow their client’s progress, all the while expanding 
themselves. By its nature, then, microfinance encourages enterprise development. In some instances, it helps 
small enterprises move from the informal to the formal economy, improving the projections of the enterprise 
owner, and offering the community a broader range of goods and services. Naturally, this also contributes to job 
creation, and generates tax revenue.

Looking at the state of our country’s economy and financial sector, Ferreira points out that things need to change.
“Employment figures, banks downgrades – we are in trouble!” he says. “Ignore corruption and petty party 
politics, at an operational level what we are doing currently is not sustainable. Banks are built to serve people at 
scale – and we leave out so many opportunities by not working with small business.”

Microfinancing opens up the doors for small businesses to flourish by connecting them with their micro client, the 
end user, who then develops alongside their provider. The size and positioning of microfinance has the benefit 
of ensuring that the poor or people in rural areas are provided the opportunity to gain access to the market 
and pursue enterprises and entrepreneurial ventures they may otherwise have been completely excluded from. 
Providers also enjoy returns when operations by their client are successful, which is an incentive for them to 
support the growth of the enterprise they fund.

Empowerment Financing indicates Black SME Financing as a transformational pillar. The Financial Sector Charter 
Council set five-year targets that were monitored, achieved and exceeded. However, greater financial inclusion, 
transformation and outreach – from an institutional perspective - can be pursued, specifically through micro-
finance, co-operatives and co-operative banking.
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“Technology and data are great equalisers,” says Ferreira. “Technology 
really can make it much more frictionless for people to transact.”

Mobile technology also has the ability to expedite the functions of the business, through automating and 
simplifying accounting processes, by helping tack inventory, and by facilitating transactions. Most excitingly, 
however, technology connects people to one another by allowing for remote access, and in this way opens up 
the channels for microfinancing to occur. This is a direct contributor to financial inclusion.

Another area in which technology is useful is the way in which it consistently gathers data. New insights help 
to improve offerings and deepen understanding. Ferreira explains that tech and data can help microfinancing 
organisations and role players to reach consensus and make valuable compromises to ensure competitiveness 
and relevance.

He says that technology must, first and foremost, facilitate access to financial activities. Once access has been 
established, it needs to be used with regularity, preferably daily. And thirdly, technology should contribute to 
affordability, getting value for money services to those that need it most. He says that the underlying principle 
is that technology should develop the industry in such a way that the market is still competitive, and supports 
innovation.

Microfinance 
and technology
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“We really need to commit to improving the situation,” says Ferreira by way 
of conclusion. “We need to allow room for competition, for technology, 
and for getting in touch with small business, and especially make it more 
attractive for informal businesses to join the formal sector.” 

Having operated in the industry for over twenty years, he believes change is afoot and transformation is possible. 
Bringing people into the fold and fostering inclusion requires government, business and banks to work with 
people across the board. “The mental model needs to change,” says Ferreira, meaning that it will take a 
mind-set shift to truly exploit the opportunities that microfinancing presents, but luckily microfinancing 
organisations like MFSA are already doing great things. They present average South African businesses a 
worthy avenue of engaging in enterprise development, and the betterment of the nation as a whole.

Conclusion




