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Note to editors: RHLF Annual Report hand-delivered yesterday

Reform Banking Rules says RHLF

THE Rural Housing Loan Fund, an agency which specialises in housing lending to the rural working poor, demands an end to unfair advantages enjoyed by big banks when government amends the National Payments Systems Act in the new year.

The Act, which governs all debit order obligations and instructions to pay, is up for review. The RHLF will make a strong plea to level the playing field among lenders regardless of size.
RHLF, which has helped 50 000 low-income households in rural areas to improve their housing, will request that non-bank lenders be given equal access to the National Payments System, which is currently dominated by the four major members of the Association of Clearing Banks. 

The exclusive arrangement in micro-finance between African Bank and Standard Bank is a particular problem essentially shutting out other micro-finance housing lenders from making term loans to Standard Bank customers. 

Non-bank lenders are at a considerable disadvantage in collecting on debit orders because major banks put themselves in the front of the queue for collections regardless of when the debit order arrangement was instituted. As their customers deposit their salaries, the banks levy their debit orders first, leaving other lenders to stand in line.

Willem van Emmenis, CEO of the Rural Housing Loan Fund, says the banks are at a large advantage to other lenders, and this anti-competitive system should be changed. 

"One of the micro finance housing lenders in which we have invested might do a good credit assessment on a rural borrower. Then later a less diligent lender extends a loan that the borrower can't afford - and jumps the queue by deducting his debit order first."

He contends that debit orders should be subtracted from the accounts of debtors according to the monthly anniversary of the date on which they were signed. A register of all debit orders should be kept and implemented in chronological order. That way no lender would be at an advantage to others.

According to Van Emmenis, the present system makes lending more risky for housing micro financiers and more costly to rural households. 

"If a retail lender has a collection rate of 90%, which sounds high but really is not, you have to charge up to 30% more interest to cover the risk and the additional cost of collection."

The higher risk of the present system forces the micro financier to hire more people to monitor debtors and it forces them to charge higher interest rates. This prejudices the poor - and the rural poor in particular because they have little access to the Big Four banks. The importance of the debit order system was elevated when government terminated access to the Persal payroll system for public sector employees.  Unfortunately, some private sector employers followed suit by shutting out reputable housing lenders and their borrowers from payroll deductions. Repayment rates have dropped and interest rates for end-users have increased ever since.
Mr Van Emmenis highlighted another inequitable practice of the banks. They charge rural households R100 every time there are insufficient funds to meet a debit order.
"The worst thing is that a person may leave, say R200, in a bank account to meet a debit order. The bank then repudiates the debit order for insufficient funds - not because the R200 isn't there but because the customer is obliged to keep a minimum balance of R50 in the account.

"Then, the bank charges its customers R100 for its refusal to meet the debit order. So even if the customer hastily deposits another R50 in her account to meet the minimum balance requirement, all that is left in the bank is R150 - less than before even though the micro financier had still not been paid."

It has been estimated that SA banks "bounce" 2-million debit orders a month. That potentially may yield R200-million in fee income for them - many from rural people who are struggling to survive.

“The banks win both ways, and small business and rural borrowers lose big time,” adds van Emmenis.  “The irony is that the big banks will need strong financial intermediaries on the ground to help them meet their new Financial Services Charter obligations.”
The RHLF, which started operating on a DM 50-million grant from the German government via the Department of Housing seven years ago, lends money to the rural working poor through five intermediary retail finance companies. Virtually all its final borrowers have household incomes of less than R3500 a month and build or extend their houses one loan at a time often hiring local builders and working with local building materials suppliers. 

The RHLF has managed to protect its capital in this high risk market in spite of last year's devastating second-tier banking crisis.  It attributes its relative success to its clients, the retail lenders, who know their customers better than the banks, and have applied hard lessons learned in the marketplace.

The RHLF has offered to partner the banks in lending to this market. It aims to persuade big banks to use it and its clients as conduits in lending to the rural working poor. Those banks accepting the RHLF's offer will go some way towards meeting their obligations to lend to poorer people under the Financial Services Charter. “And they will make money doing it because the working poor want to protect their greatest asset-their credit history,” concludes van Emmenis.
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