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ABSTRACT

 • Objective: This article aims to assess the impact of microfinance’s consumer-lending 
approaches in supporting financial and poverty alleviation objectives.

 • Research design and methods: A qualitative case study of one microfinance organisation in 
Pretoria was conducted. Data was collected using a semi-structured questionnaire.

 • Main results and findings: Microfinance has great potential to stimulate financial stability 
at local levels. Results suggest that presently financial sustainability is the primary concern 
of microfinance institutions, and to improve their financial viability, they are progressively 
offering a wide variety of products and services similar to those of banking institutions.

 • Conclusion and contribution to the body of knowledge: As with other financial services 
providers, past demarcations of financial institutions appear to be fast diminishing. To remain 
competitive, as it targets higher LSM markets, the MFI increasingly is improving its corporate 
image and identity.
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INTRODUCTION

Over the past two decades, significant research attention in the microfinance services sector has 
been directed towards addressing the problem of how service providers could and should more 
appropriately target, identify and meet the needs of poor unbanked clients (Carr & Rugimbana, 
2009; Saunders et al., 2007). Consequently, two opposing theoretical perspectives emerged: the 
poverty alleviation approach and the self-sustainability approach (Rhyne, 1998) from which much 
debate arose as to whether the poor should be considered as beneficiaries of donor aid (Hawkins, 
2003; Morduch, 1998; Rosenberg et al., 2009) or as clients in need of financial intermediation 
services (Johnson, 2004; Rhyne, 1998). The poverty alleviation school of thought views the poor 
as “beneficiaries”, dependent on donations and subsidised credit, whereas the self-sustainability 
theories regard the poor as consumers in an exceptional “bottom of the pyramid market” position 
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(Prahalad, 2005) through which commercial consumer-lending microfinance more appropriately 
addresses their needs as “poor clients”.

In South Africa, for many reasons, consumer lending is the dominant approach of microfinance 
intervention (Baumann, 2005). Firstly, the country’s sophisticated banking industry serves as an 
archetypical model for consumer lending (Daniels, 2004). Secondly, there is a critical mass of 
research (e.g. Johnson, 2004; Rhyne, 1998; Mayoux, 1999; Prahalad, 2005) advocating a paradigm 
shift towards commercialisation, the argument being that commercial MFIs are more sustainable 
in the long run. This thinking supports the enticing “win-win proposition” of generating profit and 
alleviating poverty simultaneously (Morduch, 1998; Tulchin, 2003).

Despite the exponential growth of microlenders in the country, very little is known about their 
impact on building sustainable financial systems. All the same, broader microfinance research is 
increasingly questioning the significance of commercial microfinance on poverty alleviation. Several 
authors report on the moral hazards faced by both borrowers and lenders (Koveos & Randhawa, 
2004), such as the exploitative interest rates affecting borrowers (Rosenberg et al., 2009), which 
subsequently compromises microlenders’ viability (Saunders et al., 2007). It is these unintended 
consequences that ultimately repress sustainability of microfinance systems. It is therefore opportune 
to conduct an exploratory study to assess the suitability of the consumer lending model in inducing 
financial sustainability at grassroots level.

Accordingly, the remainder of the paper is structured as follows: the next section provides a brief 
literature review of the global and local perspectives on microfinance. The methodology employed 
is then discussed, followed by a report on the findings. Concluding the article are discussions and 
implications.

LITERATURE REVIEW

Because banks maintain a considerable distance from “poor clients”, the poor have limited access 
to mainstream financial markets (Yunus, 2008). The only other alternatives are microfinance 
(Robinson, 2001) and informal financial systems (Verhoef, 2001). This study, however, considers 
only microfinance.

What is Microfinance and How Does it Work?

According to Yunus (2008), the poor are poor because they do not have assets. They do not have 
assets because they cannot access financial services. Paradoxically because the poor lack access to 
financial services (namely savings, bonds, loans and insurance) they in turn cannot acquire assets 
and basic necessities (e.g. food, shelter, education, security). This vicious cycle of lack of assets 
and access to savings results in continual deprivation and widespread disempowerment in social, 
financial, economic, and political fraternities (Saunders, 2005). Through financial empowerment, 
microfinance seeks therefore to replace vicious poverty cycles with ”virtuous spirals” (Mayoux, 
1999). In other words, by providing a complex mix of social and economic interventions, 
microfinance empowers households with the means to uplift themselves from the bounds of poverty 
(see Figure 1). Traditionally microfinance has been regarded as the provision of a broad range of 
financial services (e.g. savings, loans, financial training and education) to poor under- and unbanked 
individuals (Baumann, 2005; Johnson, 2004). While the latter is a common definition provided in 
the literature, practitioners in the recent past increasingly view microfinance to include middle-class 
clients, especially those that fail to access financial services in the mainstream financial markets.

As shown in Figure 2, by means of empowerment, microfinance programmes induce grassroot 
financial sustainability by empowering one individual household at a time (Johnson, 2004; Yunus 
2008). The ultimate objective of MFIs is, therefore, to discover strategies that encourage individuals 
to save by accumulating lump sums (the red bars) from small regular contributions (the blue bars 
in Figure 1). With lump sums, poor households begin to acquire assets, which serve as collateral 
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for future borrowing. Eventually, households increase their income and begin to participate more 
in social and economic activities. Their children are also able to attend school, which subsequently 
leads to increased opportunities for employment and micro-enterprises. The ensuing virtuous spiral 
of empowerment (see Figure 2) is the reason why microfinance is regarded as a panacea for poverty 
(Rutherford, 2004; Yunus, 2008).

Savings

Accumulated lump sum

Figure 1: Accumulation of small savings into usable lump sums of money
Source: Adapted from Rutherford (2004)

Repayment & increased 
financial literacy

Empowered to make 
decisions on savings & 

credit use

Increased status & 
changing roles

Improved education for 
self and family

Employment & 
microenterprises

Increased income

Accumulate assets & 
collateral

Savings & credit

Participate in more social & 
economic activities

Figure 2: Virtuous spirals of microfinance
Source: Adapted from Mayoux (1999)

The Scale of the Global Microfinance Industry

The 4.5 billion unbanked individuals constitute a potential market for microfinance. Robinson (2001) 
estimates that approximately 90 per cent (four billion) of this population is found in developing 
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countries, particularly those in sub-Saharan Africa. Altogether US$32 billion (R256 billion – 
calculated at the average exchange rate for June 2009: ZAR8.05 = US$1) has ”microfinanced” 70 
million households out of poverty (Microfinance Information Exchange, 2008). Disappointingly, 
statistics indicate that African clients account only for less than one per cent of total MFI borrowing 
(Robinson, 2001). This suggests massive potential for microfinance in Africa (Daniels, 2004; 
MFRC, 2009).

Table 1: The size of the global microfinance market

Region Offices Employees Borrowers 
(‘000)

Loan portfolio 
(US$‘000 000)

Africa  4 000  35 000  5 183  2 419
Asia 23 000 200 000 43 294  6 744
Eastern Europe & Central Asia  3 000  39 000  2 387  7 776
Latin America  9 000  77 000 11 374 13 820
Middle East & North Africa  2 000  16 000  2 244  1 040
Total 42 000 366 000 64 482 31 798

Source: Adapted from Microfinance Information Exchange (2008)

Microfinance Delivery

The extant literature provides a wide array of microfinance intervention strategies: (1) supply leading 
finance; (2) imperfect information; (3) the informal sector; and (4) commercial consumer lending, 
commonly known as the “Ohio School of Thought” (Baumann, 2005). Table 2 summarises these 
various approaches, which are discussed in more detail in the following sections.

Table 2: The paradigms of microfinance delivery

Factor Microfinance approach
Supply-leading 
finance

Imperfect information 
paradigm

Informal financial 
sector

Consumer lending

Assumptions Provision of 
subsidised loans to 
induce investment

Microcredit is key 
focus
High interest due to 
lack of information to 
offset risk

Arises in the absence 
of formal finance
Relies on social ties

Poor clients;
self-capitalised; & self-
sustainable MFIs

Type of 
institution

Licensed banks Registered institutions Informal/ unregistered Registered MFIs

services Small loans Small loans Wide and varied 
services that can 
be customised to 
meet individual 
requirements

Full complement of 
financial services

MFI model Grameen
BRAC

Credit unions
Microlenders

Cooperatives
Stokvels 

Privately owned self-
sustainable (profitable) 
MFI

Success stories Bangladesh
Indonesia

Sri Lanka South Africa
Asia

USA
South Africa

Source: Adapted from Robinson (2001)
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The informal financial sector

As previously indicated, in the absence of formal financial markets, informal financial systems will 
invariably emerge (Verhoef, 2001). These take on different forms, from individual moneylenders to 
stokvels to rotating savings and credit associations (ROSCAs), as illustrated in Table 3.

Table 3: Informal financial intermediaries

ROSCAs Burial society Stokvel Moneylender
Focus Household income 

subsidy
Meeting funeral 
expenses 

Investment
savings

Provision of small 
loans 

Membership Mostly individuals 
(5– 25), mainly 
women

Diversified within one 
locality

Middle to upper class Usually restricted to 
members of a social 
network

Services Pooled savings Food, transport, 
coffins, etc.

Pools funds to acquire 
capital assets
Combination of ROSCA 
& investment

Provides microloans 

Legal force Verbal contract &
mutual understanding

Constitution
may be registered 
entities

Verbal or written 
contracts 

Mostly verbal

Example Stokvels (South 
Africa)

Great North Burial 
Society (South Africa, 
Zimbabwe, Zambia)

Taiwanese hui Mashonisa (Zambia, 
South Africa)

Source: Adapted from Verhoef (2001)

The supply-leading finance paradigm

Supply-leading finance is the provision of government endowments to micro-enterprises, namely 
farmers and small businesses. With the intention of stimulating micro-entrepreneurship, government 
provides subsidised loans usually through existing financial institutions (Vyas & Bhargava, 1995). 
Since government pronounces prescribes lending criteria, beneficiaries tend to be politically 
connected persons. Van de Ruit (2001) identifies this as a fundamental flaw of this lending model. 
Firstly, government influence introduces undue politicking, which ultimately results in corruption and 
fraud. Secondly, the inherent political nature results in low motivation to repay loans – borrowers 
are not compelled to make payments. On the other hand, banks have no mechanisms with which 
to force repayment. Thirdly, since loans are below market price, their demand far exceeds supply, 
thus disproportionate demand, low repayment, and corruption render supply-leading programmes 
unsustainable in the long run. More specifically, grants come to an end when government budgets are 
depleted.

Commercial microfinance – the Ohio school of thought

The consumer microfinance paradigm resulted from key departures from earlier thinking: (1) the 
notion that poor people can and will pay relatively high interest rates for loans; (2) that the poor’s 
concern is for reliable access rather than cost considerations; and (3) that poor people can and do 
save (Johnson, 2004). Linking compulsory savings requirements to loan access therefore provides 
funds for on-lending. In other words, MFIs could expand their outreach, reduce their costs as 
they grow in size and mobilise funds for on-lending independently of donors, and hence become 
independently self-sustaining, providing services in the long term (Rhyne, 1998; Rugimbana, 
2008).
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The Question of Poverty Alleviation

As already indicated, commercial microfinance is premised on the free-market principles of 
buyers and sellers. It is from this market approach that much contestation arises. Critics seem to 
argue that microlenders, while profiteering from the poor, have little impact on poverty reduction, 
whereas inefficiency and lack of sustainability of subsidised lending, proponents argue, hardly 
achieve intended poverty alleviation objectives since donor-based interventions are inherently 
unsustainable. In many developing nations, the double bottom line proposition of alleviating poverty 
and achieving financial sustainability has much appeal (Tulchin, 2003). This is particularly so for the 
South African banking sector, where the adoption of this ”new” commercial paradigm can be seen 
as complementing an already robust financial services infrastructure by extending outreach to the 
previously unbanked markets (Baumann, 2005).

Given the microfinance schisms, it is imperative to assess the relevance of this ”new” paradigm 
in building financial stability. More specifically, little is known on the impact of consumer lending 
with regard to providing sustainable solutions to both poor clients and microfinance organisations.

RESEARCH DESIGN AND METHODOLOGY

A descriptive case study of one MFI in Pretoria utilising the critical realism paradigm was undertaken 
(Healy & Perry, 2000; Perry, 1998). For this research, realism was the preferred scientific paradigm 
because it more appropriately addresses the research problem, which pertains to the social life of 
persons (Guba & Lincoln, 2005; Yin, 2003). Moreover, realism is better suited in the study of current 
and pre-paradigmatic phenomena (e.g. the appropriateness of client-centred microfinance) using 
inductive techniques for which existing paradigms are clearly inadequate (Perry, 1998). Conversely, 
positivism could not have been used in this case study because it looks at observable phenomena 
using cause–effect relationships.

Design and Methodological Approach

The methodological approach utilised replicates that undertaken by Johnson (2004) in Kenya. As a 
result, an embedded case study design involving multiple units of analysis within a single case study 
was applied (Graunbaum, 2007). Since the bounds of the information sought were largely unknown, 
the case study methodology was ideal (Perry, 1998; Yin, 2003).

The aim of the qualitative research was to acquire detailed information about consumer 
interventionist microfinance. Consistent with the Kenyan study, this study was delimited to a “small 
enough area”, and included only one MFI operating in Pretoria (Eisenhardt, 1989). To determine the 
selection criteria for the financial institution that participated in the study, the authors first conducted 
a review of academic and business literature to define the microfinance organisations where the Ohio 
paradigm was most likely applied (Baumann, 2005; Johnson, 2004; MIX, 2008). The following 
criteria were used to select cases for the study: the financial institution must (1) operate at least five 
branches in Pretoria; (2) have been in business for at least 12 months; (3) provide a wide variety of 
financial services including microloans, and payment and saving mechanisms; and (4) consent to 
participate in the research.

Based on the review, a list of all MFIs in Pretoria that satisfied these criteria was composed. 
Thereafter interviews were collected from five MFI X (not the real name) employees at their 
respective branches. Respondents (units of analysis) were selected because of their influence on 
strategic decision making, direct interaction with customers and length of service with employer. 
Table 3 illustrates the final list of interviewees that participated and the motivation for their inclusion. 
For the sake of anonymity, respondents’ identities have been withheld.
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Table 4: Respondents and rationale for their participation

Interview sequence Job title Rationale for inclusion in the study
1 Company director Strategic decision maker
2 Regional manager (Gauteng) Strategic decision maker
3 Branch manager Operational decision making and customer interactions
4 Customer consultant 1 Interacts with customers
5 Customer consultant 2 Interacts with customers

The interviews followed a semi-structured format and lasted from one to two hours. Using a digital 
recorder, the interviews were recorded. Thereafter, the data was transcribed and then coded with 
ATLAS.ti 5.0 (Lewis, 2004). Coding and data analysis followed the qualitative clustering method, 
i.e. grouping and then conceptualising excerpts that have similar patterns or characteristics (Miles 
& Huberman, 1994). Excerpts from the interviews with similar patterns were coded under the same 
themes, which are discussed in the next section.

FINDINGS

The purpose of the analysis was to identify and categorise features of consumer microfinance. 
Emphasis was placed on assessing the degree to which theory and practice either converged or 
varied, specifically conceptualising how MFI X considers its circumstance with relation to financial 
sustainability and poverty alleviation goals.

The Nature of Consumer-based Microfinance

Consumer-based MFIs are in themselves self-sustaining. They raise capital and funds for on-lending 
independent of donors and benefactors. Unlike donor-funded microcredit organisations, consumer 
lenders are businesses that operate on a full cost recovery basis. According to the Ohio paradigm, 
MFIs are characteristic of the following:

 • They are self-capitalised in that they mobilise their own resources for on-lending as well as for 
sustaining operations.

 • The poor are considered as a unique market at the bottom of the pyramid, therefore financial 
services offered should meet and satisfy the needs of this market.

 • To guarantee long-term sustainability, financial services are offered on a full cost recovery 
basis. There are no subsidies or donations in service provision, therefore poor clients should 
meet all the costs associated with providing those services.

Respondents considered sustainability to be the most critical element for the MFI. To this effect, 
interviewees articulated the following:

Branch manager
Microfinance can be defined as financial services that are intended for the middle class and the 
wage-earner.

Director
I think the reality until up to two years ago was that microfinance symbolised financial services for 
the poor. This has since changed – we’re seeing a strong swing of the LSM* markets, from 6 to 8, 
[or even] 10 coming to us, to borrow a loan from us … We are pulling a niche market out there.

*Note: LSM (living standards measure) is a marketing research index that was developed in the 
late 1980s by the South African Advertising Research Foundation (SAARF). A unique means of 
segmenting the South African market, it divides the South African population into ten LSM groups 
or market segments, from 10 (the highest) to 1 (the lowest), cutting across race and other outmoded 
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techniques of categorising people. Instead it groups people according to their living standards using 
criteria such as degree of urbanisation and ownership of cars and major appliances, among other 
assets (SAARF, 2006).

Regional manager
To mobilise resources, the MFI must raise funds from shareholders and other lenders. Therefore, the 
only way to do so is through a public listed organisation.

Director
We are trying to portray ourselves as being very professional, almost a one-stop-shop as well. 
Ideally, we work on deposit taking and the credit cards which is a goal we will get to which will take 
a bit of time. The lines are blurring and we are getting closer and closer to traditional banking, the 
difference being is that we service the more riskier end of the market.

In this context, sustainability refers to meeting obligations to shareholders and creditors. Both of 
which expect a return on investment. Accordingly, the structure of the business ought to be sound. 
In addition, a viable business model guarantees profit in the long term. As a publicly listed company, 
such structure is maintained. The implication therefore is that business profitability stimulates share 
prices in equity markets. It is against this background that wage earners and middle-class clients in the 
LSM 6 or higher markets are being targeted, since they provide maximum profit. Thus, maintaining 
a professional image parallel to that of banks becomes a necessity in the business model.

Contrary to expectations of microfinance being financial services for the poor unbanked clients, MFI 
X acknowledges divergence from the poor to a more affluent market. Firstly, new legal requirements 
(such as the National Credit Act) compel lenders first to ascertain borrowers’ repayment capability. 
Paradoxically, the borrower affordability criterion is stipulated in terms of percentage of provable 
income, which for all practical purposes is a salary advice. Secondly, the borrower’s employer is 
also required to verify employment and income. Thirdly, the salary itself acts as collateral. This is 
consistent with global best practices that discourage ”reckless lending” to unqualified borrowers. 
Fourthly, because of the 2008/9 global financial crisis, numerous middle-class households now have 
tainted credit records and consequently cannot access credit in the mainstream markets and have 
to resort to microfinance. Like poor households, these middle-class clients are more interested in 
access than the cost of credit. The above seem to have catalysed the resultant shift on clientele and 
the “strong swing of the LSM markets, from 6 to 8, [or even] 10” (Director).

Financial Sustainability vs Poverty Alleviation Objectives

Financial viability of the microfinance business is best measured with profitability and return on 
investment. Against this background, MFI managers devise business strategies that maximise profit 
and minimise costs. Interviewees recognise financial sustainability as the primary motive for the 
business.

Regional manager
... [M]icrofinance is like any other business. It can only survive by making [profit]. Otherwise there 
is no point of being in business. To mobilise resources, the MFI must raise funds from shareholders 
and other lenders. Therefore, the only way to do so is through a public listed organisation.

Director
Your ideal customer is the guy who wants a salary advance at the end of every month. And next 
month he comes back again, and he borrows another loan and that just carries on until the year ends. 
Every month and that is my ideal customer, because I make the most money out of him every month.

Since deregulation, financial institutions have increasingly becoming larger corporations. Mergers 
and acquisitions have been characteristic in the sector. According to Devlin (1995), merged financial 
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institutions are relatively larger and, because of economies of scale, their operations are more 
efficient. This strategy has also been implemented by MFI X. Commenting on the latter, customer 
consultant 1 emphasised: “I just recently have been told that we [MFI X] are now amalgamated with 
Southern Bank [not the real name] last month.” Microfinance Information Exchange’s (2008) South 
Africa Country Statistics seem to support this assertion. In 2005 the data recorded 14 MFIs in South 
Africa, but by the end of 2008 only five were reported.

Interface with Customers

The other differentiating characteristic between microfinance institutions and donor agencies is how 
they view customers. In the former, customers are considered to be consumers in need of various 
financial intermediation services. In contrast, microcredit organisations and donor agencies view 
them as beneficiaries. How customers are perceived has implications on how the service provider 
interacts with them. All respondents shared the viewpoint that microfinance unequivocally deals 
with consumers. As such MFI X continues to invest in its professional image.

Director
We are trying to close the gap in the sense that we are trying to portray ourselves as being very 
professional almost a one-stop-shop as well. Ideally, we work on deposit taking, and credit cards 
which is a goal we will get to which will take a bit of time. The lines are blurring and we are getting 
closer and closer to traditional banking, the difference being that we service the more riskier end 
of the market let’s say the guy who’s had a home issue and has defaults on the payment. Where 
traditional banks [that they] can still have the luxury to pick and choose who they want to work with 
at the moment.

Creating and maintaining a professional corporate image is important in the marketing of services 
like financial services. Performance of services, unlike physical products, is difficult to assess prior 
to purchase – for example, with tangible goods, say automobiles, consumers have the opportunity 
to test drive many different models and can compare their performance. Since financial services are 
intangible, consumers cannot always comprehend the performance of all features beforehand. For 
instance, a life assurance policyholder may never know whether the policy will actually pay out what 
it claims it will pay out. At best, the policyholder can only rely on testimonials of beneficiaries of 
similar products as well as the undertaking in the policy. According to Farquhar and Meidan (2010), 
because financial services lack tangible evidence of their performance, as in the life assurance 
illustration above, financial institutions often compensate by projecting a professional image. It is 
this image and reputation that consumers use to judge the quality of services provided by the bank. 
In other words, in the absence of physical qualities, service provider image acts as the “tangible 
evidence” of the performance these services (Farquhar & Meidan, 2010). On the aspect of image, 
it was prudent to establish how the financial institution was dealing with this negative perception 
– of being “loan sharks” and more recently exploiting customers, as reported by authors such as 
Rosenberg et al. (2009).

Customer consultant 1
My experience is that not many consultants take time to explain to their customers that you getting 
into debt and your interest rates are going to be like this high. You find that someone would just be 
knowing that they are paying R246 and don’t have the actual break down of how it would have come 
up to R246 and that causes a lot of problems as well.

Director
… [the poor client] is a guy that when he misses a payment you can phone and say, “You’ve missed 
a payment, you better to make a plan.” And he truly makes a plan and I’m finding that I should trust 
the poor people more than the middle income people.
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The interviewees quoted above seem to corroborate Yunus (2008), who argues that the poor are a 
special group of clients that require a little more education, guidance and support. Financial services 
for the poor, therefore, ought to be tailored to accommodate them in this regard – low financial literacy 
and lack of collateral. Also, because the poor generally have limited access to financial services, they 
lack “bankable” credit ratings. The implications for MFIs are that these financial service providers 
ought to devise products that assist poor clients in building credit profiles and collateral for onward 
borrowing. This is especially important because, according to Koveos and Randhawa (2004), most 
lenders are uninformed with regard to poor clients’ profiles and creditworthiness, and in the absence 
of this vital information financial institutions tend to view them as high-risk customers. Such 
perceptions hamper service provision, this results in the poor being largely under- or even unserved.

For example, Kirsten (2006) reports that approximately 53 per cent of South Africans are unbanked 
and as a result are poor. This is consistent with much earlier research that proposed a link between 
lack of access to financial services and poverty. Despite this, current legislation also seems to be at 
odds with low-income households, especially those not formally employed. Recent amendments to 
legislation require borrowers to show proof of employment in the form of pay records or salary slips 
as part of the “credit affordability” checks. However, with a 25 per cent unemployment rate in South 
Africa, this means that the formally unemployed, the self-employed and micro-entrepreneurs will 
find it difficult to secure financial services. If served, because of the “high-risk profile”, financial 
institutions compensate by levying exorbitant interest rates, which microfinance institutions claim are 
necessary for financial viability (Rosenberg et al., 2009). Therefore, to maintain long-term financial 
sustainability – financial viability and compliance to current lending legislation – microfinance 
institutions increasingly target clients from higher income bands.. However, statistics to compare 
MFI customer preference according to income were unavailable. All the same, many still view the 
high interest rates charged by microfinanciers to be speculative. Numerous authors have questioned 
the entire MFI lending practice – the issue of the affordability and fairness of MFI interest rates. 
Many authors such as Hawkins (2003) and later Rosenberg et al. (2009) argue that microfinance 
interest rates are exploitative. Thus, it was opportune to get clarity on this matter:

Interviewer
Does it [the interest rate] affect their [customers’] decision?

Customer consultant 1
Not in many cases. But those that have financial knowledge would like to know more of what 
interest they are going to pay and how. And find out what does it mean. Only a few percentage of the 
whole population does that. The rest, they are actually interested in the repayment measures only.

Customer consultant 2
They are not worried about interest, as long as they can take on something that is R200 in 24 months. 
So, literally, a person who is quite knowledgeable about their finances – they wouldn’t want to pay 
interests on it. So those are the kind of people who are actually fortunate enough because where they 
get an agreement, they either say this is going to be too much for me I cannot afford to take it and 
they do not take it. But a lot of people who are desperate they get into the agreement because they 
say that they are just so desperate.

Thus a combination of financial illiteracy and desperation on the part of clients exacerbates an 
already dire situation. Morduch (1998) contends that since poor clients are financially illiterate and 
lack alternatives, they settle for what MFIs offer. Typically these are exorbitant interest rates on 
loans, and poor support and training.
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Perceived Riskiness of Microfinance Clients

On the perceived risk profile of clients, interviewees seem to have different opinions on the matter. 
Generally they all agreed on the presence of the risk factor.

Regional manager
At times, the slick middle-class guys, when you take them for administration, he would simply 
resign from his job. If he proves to the court that he does not have income, you cannot touch him. 
So, I am weary of that type of clients.

Branch manager
You really have to be selective of the clients that have been rejected and blacklisted by the banks. 
They play all sorts of tricks to avoid paying. But the poor guy, he is ok. He needs to be taught 
discipline.

Director
… [the poor client] is a guy that when he misses a payment you can phone and say: “You’ve missed 
a payment, you better to make a plan.” And he truly makes a plan and I’m finding that I should trust 
the poor people more than the middle income people – the guy who drives the BMW that requires a 
bit of work ... if he defaults, you can’t place him and he changes his cellphone you know that type of 
thing. And that’s the issue right now and the poor guy. He kinds of understand that he needs to get 
credit, I think, and he makes efforts to meet his obligations.

Interestingly, the poor are portrayed as high-risk customers. However, the above excerpts suggest 
otherwise. It would appear that the poor present a paradox for the MFI. While they are relatively 
more trustworthy, current legislation appears to ignore their plight.

DISCUSSION AND IMPLICATIONS

The purpose of this study was to assess the suitability of the consumer lending model in building 
sustainable financial systems – more specifically, identifying the extent to which the consumer 
lending microfinance interventions provide sustainable solutions to financial providers, which in 
turn trickles down to their customers. Consequently, a descriptive case study methodology was used, 
in which data was collected from a single microfinance organisation in Pretoria.

Results suggest close alignment of the microfinance institution’s business model to the Ohio 
theory:

 • MFI X is a self-capitalised financial institution, which through various mechanisms raises 
capital from both shareholders and lenders.

 • Customers are considered to be a unique low-income market, which Prahalad (2005) refers to 
as at market the bottom of the income pyramid. Therefore, the MFI strives to offer financial 
services that meet and satisfy the needs of this market.

 • To guarantee long-term sustainability, financial services offered are on a full cost recovery basis. 
There are no subsidies or donations in service provision. Accordingly, their pricing strategy 
accounts for this.

The recent shift from the lower LSM market to the higher LSM, while there may be other explanations 
behind such a move, suggests a void in both the lower as well as the higher markets. Thus there is 
strong evidence to suggest that microfinance business has great potential in Pretoria. Moreover, with 
a viable business model, it can make enormous contribution in building sustainability in financial 
markets for the MFI as well as its customers. However, there seems to be lack of coordination 
between policymakers and micro-financiers. For instance, while the latest piece of legislation, 
namely the National Credit Act, is laudable in protecting consumer rights, it appears on the other 
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hand to impose restrictions on MFIs’ ability to select customers, especially from poor households. 
Increased cooperation between government and sector may address some of these issues.

Conflicting intentions of legislation may also suggest inadequate and insufficient understanding 
of the microfinance environment, at least in Pretoria. This is where academic research may prove 
to be most useful. Increased cooperation and coordination between practice and theory will likely 
result in positive outcomes as those witnessed in Southeast Asia, the cradle of microfinance. There, 
academics, practitioners and policymakers enjoy high levels of coordination. For example, through 
research Prof. Mohammad Yunus of Grameen, Stuart Rutherford of SafeSave and Elisabeth Rhyne 
of ACCION have made a significant contribution to both the theory and the practice of microfinance, 
therefore research into microfinance intervention in South Africa is imperative.

Limitations and Suggestions for Further Research

As with any research, this study obviously has limitations. One of them is that data was collected 
from one MFI in one city in Gauteng. Different MFIs have differences in their operations as well 
as in their products and business model, all of which may lead to differences in the perception of 
microfinance and the poor. Thus results from this study may not necessarily be generalisable on a 
larger scale.

The methodology of the study also presents limitations in terms of the sample size. A quantitative 
study incorporating a larger sample of microfinance institutions from different provinces may be 
useful in capturing results that can be generalised in a much wider context. Another limitation that 
future researchers may consider is including customers’ perceptions, as ultimately consumers’ 
attitudes and perceptions towards service providers may provide valuable insight to microfinance 
practitioners, researchers and policymakers.
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