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Introduction 

The last decade saw one of the largest historic shifts for South African consumer debt levels. 
Not only did the household sector debt-to-disposable income ratio rise to an all-time level by 
2008, but the ways in which households borrowed changed significantly too. More and more, 
credit is being used not only to finance assets such as homes and vehicles, but also lifestyle.  
Such practices can be risky, and while much time is spent on consumer education and 
understanding of investment markets and returns, the largest part of the household sector 
could arguably benefit more from a better understanding of credit instruments rather than 
investment products. The discussion may sound similar, but managing debt is often far more 
relevant to a low savings, highly-indebted household sector. 

The Household Sector debt to disposable income ratio gradually declined from the all time 
high of 82.7% in 2008 to 75% by the end of 2011. This was a positive trend, as the level of 
household indebtedness was widely seen as being on the high side.  However, this ratio 
began to rise mildly in 2012, and by the end of the year was slightly higher at 75.8%. This 
implies that there is still much work to be done in terms of lowering the debt levels that 
funded the property and consumer boom in the earlier part of last decade.  

Prolonged low interest rates have offered an opportunity to reduce this level of household 
debt. However, consumers tend to be “pro-cyclical” in their spending/borrowing, and 
generally borrow more when interest rates are low instead of using the low rates to reduce 
debt. Hence the 2012 resumption of a rising debt-to-disposable income ratio. 

Residential mortgages still make up the largest part of the household sector’s debt burden, 
i.e. 58% of total credit extended by banks to the household sector. The value of residential 
mortgage loans to the household sector grew at a year-on-year rate of 2.3% in December 
2012. However, mortgages have lost a great deal of the share of household credit classes to 
the instalment sale and unsecured market, with overall non-mortgage credit to the household 
sector growing by a massive 23.3% year-on-year as at December 2012. 

However, despite the relative decline in popularity, a Home Loan is still arguably the 
cheapest, most flexible way of borrowing money. A Home Loan does not just enable a 
person to buy a property, but can be a very useful debt instrument or even interest savings 
mechanism that stretches far beyond an initial property transaction. 



 
 

Consumers do not always realise the power that a Home Loan holds and may often be 
discouraged by the relative long term of the repayment period. At the start of a 20 year credit 
agreement, it may seem that there is little incentive to accelerate the minimum repayment, 
because one initially sees so little visible benefit in terms of a reduction in the capital amount 
outstanding. However, changes in the repayment value in the early stages of repayment of 
the loan could significantly affect the total cost of the transaction. Small changes in the way a 
Home Loan is managed can make a significant difference down the line. 

 

The Home Loan as a debt instrument 

A typical home loan’s interest is calculated daily and capitalised monthly. This means that 
daily fluctuations in balances changes the amount of interest being added to the loan, and 
can incentivise the borrower to pay additional funds into the account as early as possible. 
This is in contrast to an instalment sale loan where interest is often capitalised upfront, and a 
fixed amount paid off over a term. 

Flexibond facilities or their respective counterparts at other banks allow easy access to your 
Home Loan. This mechanism allows easy access to any prepaid (or surplus) funds that have 
been deposited above the required instalment.  

The term of a new home loan is typically 20 years (although some banks do 30 year loans), 
the longest out of the most popular household debt instruments. This term can be 
significantly reduced by additional repayments over and above the normal required 
instalment. In certain cases, the term may even be extended to provide the borrower with a 
facility for a longer period of time. 

Home Loans are typically provided at lower interest rates than short term debt. The interest 
rate is directly linked to the risk related to the borrower. In the case of a Home Loan, this 
borrower risk is reduced by the security that an immovable property offers to back the loan. 
However, the interest rate on borrowed funds remains higher than typical investments, i.e. 
bank deposits. 

Given the way that interest is calculated, the transactional capability and the typical rate 
charged on a home loan, this debt instrument is ideal for: 

1. Interest savings – any surplus funds deposited into a home loan will perform better 
than a separate savings deposit that attracts a lower rate of interest. Instead of 
opening a separate savings account and earning interest on the balance, the 
borrower will pay less “net” interest (i.e. interest paid minus interest received)  if the 
money is deposited to reduce the outstanding home loans balance. Additionally, 
earnings on a savings account may be taxed as income tax (certain exclusions 
apply), whereas a reduction in expenses on your interest repayment does not attract 
the same income tax.  

Building on the earlier example, if the R100 000 is deposited into a separate Money 
Market Account that attracts 3.4% interest per annum, the income generated from 
the account excluding any fees is R3453. This amount will be included in your 
income tax calculations and may even attract income tax (depending on what other 



 
 

income generating investments you may possess). This is in contrast with a R8839 
saving that would be realised in a year if the amount is deposited into the Home Loan 
account. 

2. Debt consolidation – Increasing the value of your bond to pay off other debt 
instruments could significantly reduce the total amount of interest paid on one’s total 
debt. Short term or revolving credit such as personal loans, credit and store cards 
attract higher rates in interest in line with the risk faced with these lines of credit. 
Tapping the equity in your Home Loan to repay these debts could significantly reduce 
the overall rate of interest charged.  

3. Using your home loan to fund vehicle purchases and other lifestyle expenditure – 
Where there is enough equity in a bond to buy a vehicle with the surplus, the rate of 
interest charged could significantly be reduced by funding the purchase via the Home 
Loan instead of another line of credit. Similarly, other lifestyle expenditure such as 
holidays can be funded from the Home Loan account instead of through the often 
more costly short term debt.  

 

Benefits of repaying a home loan at a faster rate 

As little as a 10% additional payment per month could save approximately 4 years of 
repayments and R250 400 in interest on a R1m loan over the life of the loan. These 
calculations have been based on the current level of interest rates. The additional repayment 
is immediately set off against the capital value of the loan, thereby reducing interest paid. 

Depositing 10% of the purchase price upfront without reducing the repayment can decrease 
the time it takes to repay the entire loan by 4 years and 3 months, and save a approximately  
R452 000 in interest charges throughout the life of the loan.  

 Base 
Scenario 

Scenario A Scenario B Scenario C 

Total Home Loan R1 000 000 R1 000 000 R1 000 000 R1 000 000 
Terms of the 
agreement 

Repayment 
over 20 years 
at a rate of 
8.5% (prime) 

Repayment over 
20 years at a 
rate of 8.5% 
(prime) 

Repayment over 
20 years at a 
rate of 8.5% 
(prime) 

Repayment over 
20 years at a 
rate of 8.5% 
(prime) 

Minimum 
repayment 

R 8 678 per 
month 

R 8 678 per 
month 

R 8 678 per 
month 

R 8 678 per 
month 

Effective 
repayment 

Minimum 
repayment 
only 

R 9546 (R 8 678 
+ R868) monthly 

R100 000 
upfront 

R 9546 (R 8 678 
+ R868) and 
R100 000 
upfront 

Potential Interest 
Saving 

Total interest 
R805 000 

The loan will be 
paid off over 16 
years and save 
a total interest 
amount of R250 
400 

The loan will be 
paid off over 15 
years and 9 
months and 
save a total 
interest amount 
of R452 000 

The loan will be 
paid off over 13 
year and save a 
total interest 
amount of R592 
000 

 



 
 

Graphically, the amortisation of these loans would look as follows: 

 

 

Encouraging, is that amongst our FNB Home Loan customer base, the portion of customers 
that is at least one month ahead of schedule in the repayment of their home loans have 
increased from a low of 12.2% in the second quarter of 2008, achieved a recent high of 
20.9% in 2011 and stabilised at 20% at the end of 2012.  

 

Since interest rates started to decline, there has indeed been a positive trend in terms of an 
increase in the percentage of FNB Home Loan customers paying ahead of schedule and 
thus taking advantage of interest savings that a Home Loan can offer. 
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Properties are bought and sold in a shorter time than the term of a typical Home Loan 

Lower transaction volumes, high transaction cost and slow capital growth all contribute to the 
increasing length in the holding period of property. Speculative buying and selling has 
decreased substantially as capital growth diminished from 2008 onward. Since November 
2008, the peak in real house prices, nominal house price growth has been a weak 
cumulative 9.5% up until February 2013. On average, the holding period of a loan has 
increased by 13 months for full title properties and 8 months for sectional title properties for 
loans cancelled in 2011 and 2012. While this figure represents the loan rather than the 
holding period of the property, it is a good indication of the average time of a property held, 
when relating to those homes that have been financed using credit (cash purchased homes 
may be significantly different).  

 Holding Period for 
bonds cancelled 
in 2011 

Holding Period for 
bonds cancelled in 
2012 

Change 

Sectional Title 
Properties 
(flats, townhouses 
and apartments) 

56 months 64 months   8 months 

Full Title Properties 
(Houses, individual 
stands) 

111 months 124 months   13 months 

 

First time buyers often start off with a small sectional title unit, but have to reconsider their 
accommodation as their lifestyle changes. Often, it means selling the small flat in order to 
move to a larger house, because a family is being started. These changes in life stage are 
very common for new market entrants buying smaller units but having to upgrade in a short 
period of time. 

Smaller units have traditionally been very popular as a buy-to-let investment, but similarly 
also attract a shorter holding period by those buying for primary residence purposes. Buy-to-
let investors are not bound by living arrangements, but the complexities of rental property 
are often underestimated and recently low rental yields have detracted many investors from 
residential property. Therefore, these properties transact more often than primary residential 
units. 

A larger full title property offers a much more flexible accommodation, and is typically held 
much longer than smaller units that are dominated by first time and investment buyers on 
average. A typical three bedroom full title property in a metropolitan suburb attracts a much 
more stable owner or family. 

Transaction costs on residential property set the barriers to entry and exit at quite high 
levels. Direct costs of acquiring and disposing of property are presented in the form of 
registration and transfer costs as well as Estate Agent selling commission. Indirect cost 
could include the cost of relocation and initial maintenance/improvements. Often, these 
transactions are funded from equity built up in the property. However, since the slowdown in 
property price growth from 2007, the frequency of these transactions and the volume has 
also declined. 



 
 

Deeds Office transactions for New, Further and Switch volumes 

The slowdown in total mortgage loan transaction volumes for individuals in the Deeds Office 
is a result of many factors, of which the overall housing transaction cost is only a part. 
However, the changing trends do provide us with some insight into how consumers manage 
their Home Loan debt.  

 

Further loans and switches for higher bond amounts have been popular ways to use to tap 
the capital value of properties built up in the boom years. Further loans specifically has 
slowed down in line with lower property price growth and continued this trend in 2012. The 
reduction of further extension of credit on Home Loans could force many consumers to look 
for other lines of credit. 

 

Another key mortgage market trend was the decline in prominence of home loan switching. 
Transactions recorded in the Deeds Office for individuals show how home switches lost 
popularity in 2008 in line with the repricing of the market, with banks becoming less focused 
on gaining market share after the end of the property boom. And so, we are now at a stage 
where new property loans are increasing in relative terms. 
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Conclusion 

Decisions on how a Home Loan is managed from the decision to move, upgrade or 
downgrade home, to the structure of monthly repayment and deposits, could significantly 
affect the amount of interest charged and a customer’s overall benefit out of this credit class. 

The current financially pressured household sector environment necessitates that 
consumers start understanding how to optimise their debt structures to work towards 
financial wellbeing. The home loan can be a key debt instrument in assisting with such debt 
management improvements. 
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