
 
 
 
 
 
 

 

FROM A HOUSEHOLD BORROWING GROWTH 
POINT OF VIEW, CURRENT INTEREST RATE 
LEVELS STILL APPEAR APPROPRIATE 
While the 3%-6% Consumer Price Index (CPI) 
inflation target is the main focus of the SARB (South 
African Reserve Bank) in setting interest rates, the rest 
of us often have a different focus, which makes us look 
at the suitability of interest rates slightly differently. 

For consumer-related banking, interest rate levels and 
moves can be a boost or a constraint on Household 
Sector Credit growth, which at varying times can be 
desirable or undesirable. 

A key ratio to watch in this regard is the Household 
Sector Debt-to-Disposable Income Ratio. This ratio has 
gradually declined from an all-time peak of 88.8% 
back at the beginning of 2008 to 77.6% by the final 
quarter of 2014. This decline has been as a result of 
pedestrian Household Sector Credit growth, still 
measuring only 3.6% as at March 2015. 

 
The 11.2 percentage point decline in the Debt-to-
Disposable Income Ratio lowers the vulnerability of the 
Household Sector to future interest rate hikes or 
economic shocks significantly. 

And with Nominal Household Disposable Income 
growth likely to be significant higher than the most 
recent lowly credit growth rate, we anticipate further 

mild decline in this indebtedness ratio in the near term. 
It is important that we as a country don’t “rest on our 
laurels”, as a 77.6% Debt-to-Disposable Income Ratio 
remains a high one by historic standards, and we 
would prefer to see it at least below 70%. But for now, 
SARB interest rate levels appear to be appropriately 
set for the ratio to continue to decline in the near term, 
which we see as a healthy development. 

Admittedly, the March Household Credit growth rate of 
3.6% year-on-year was slightly higher than the 
previous month’s 3.3%, something to keep an eye on, 
but the FNB Consumer Confidence Index continued to 
point to dismal consumer confidence in the 1st quarter 
of 2015, which hardly seems conducive to any major 
rise in consumer borrowing growth in the near term. 

 
FROM A RESIDENTIAL MARKET POINT OF 
VIEW THE CURRENT INTEREST RATE LEVELS 
ALSO APPEAR HEALTHY 
In the residential market, too, there appears little in the 
way of “exuberant borrowing behavior”. Outstanding 
Mortgage Credit growth continues to be the 
“constraint” on overall Household Credit growth, 
growing by a mere 2.7% year-on-year as at March. 
And as residential demand growth runs out of steam in 
a stagnant economy we have seen the FNB House Price 
Index inflation rate taper gradually from 8.6% year-
on-year at the end of 2013 to 5% by April 2015. 
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CONSUMER BANKING – INTEREST RATES AND THE 
CONSUMER 
From a Household Sector Borrowing growth and Residential Market point of 
view, current low levels of interest rates don’t appear in-adequate. But from a 
Household Savings point of view they may be inappropriately low 
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This 5% house price growth is, importantly, lower than 
the average home loan rate which is slightly above 
Prime Rate of 9.25% currently. We calculate what we 
term our “Real Alternative Prime Rate”, the 
differential between Prime Rate and FNB House Price 
Index inflation, as a rough gauge of the potential for 
unhealthy speculative behavior in the residential 
market. Through 2014 and early-2015 the Real 
Alternative Prime Rate has been rising, reaching 
+4.21% by April this year. This suggests very limited 
and diminishing scope for speculative activity, and 
suggests that current SARB interest rate levels which 
set mortgage rates significantly above house price 
inflation are more than adequate from a residential 
market health point of view too. 

 
BUT FROM A SAVINGS POINT OF VIEW, THE 
APPROPRIATENESS OF LOW INTEREST RATES 
REMAINS QUESTIONABLE 
However, the big “slow puncture” in Household Sector 
Finances is seen in the dismal savings rate. With the 
fastest growing age cohorts in South Africa now in 
their 50s and 60s, it is perhaps less than co-incidence 
that we see regular reports from Financial Planning 
sources regarding a widespread lack of preparation for 
retirement amongst SA’s households. 

At the end of 2014, the Household Net Savings Rate 
stood at -2.2%, i.e. it was in a state of “net dissaving”, 
implying that what little Gross Saving exists is 
insufficient to cover depreciation on fixed assets owned 
by the Household Sector. 

While it is admittedly debatable as to whether interest 
rates can raise the level of savings, noticeable was that 
back in 2008 and 2009 we saw an improvement of sorts 

in the savings rate, where net dissaving diminished 
(improved) somewhat after having deteriorated 
through the preceding Residential and Consumer Boom 
years. Then, when interest rate cuts started late in 
2008, a noticeable deterioration in the savings rate 
resumed through 2010 to 2013.  

 
It is difficult to ascertain whether improvement in the 
savings rates come more as a result of rising interest 
rates, or due to tougher economic times creating a 
more conservative attitude, but one would think that 
interest rate hiking should have some impact in 
creating a more conservative consumer attitude. 

Right now, therefore, from a point of view of South 
Africa’s dismal rate of Household Saving, the currently 
low interest rate levels may seem somewhat 
inappropriate. Not only does this create problems from 
a point of view of retirement preparation, but 
households are the poorest contributor to overall 
national savings, followed closely by Government. This 
implies a lack of local funding sources for economic 
growth-enhancing Fixed Investment, a wide resultant 
Current Account Deficit on the Balance of Payments, 
and heavy dependence on volatile foreign capital flows 
to fund this shortfall, exposing the Rand to potential 
future bouts of volatility, which can in turn impact on 
inflation.  

In short, therefore, while we don’t expect any change 
in interest rates following this week’s SARB interest 
rate meeting, from a Household Savings, and indeed 
overall national savings point of view, a continuation 
of the gradual lifting of interest rates in the not too 
distant future would probably be desirable.  
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