
 

 

 

 

 

 

 

SARB KEEPS RATES UNCHANGED AGAIN 

As was widely expected, the Monetary Policy 

Committee(MPC) of the Reserve Bank (SARB) kept its 

policy interest rate, the Repo Rate, unchanged at 5%, 

implying that banks will keep their Prime Lending Rate 

unchanged at 8.5%. 

This means that interest rates have remained at the 

same level since August of 2012. 

From a consumer price inflation (CPI) targeting point 

of view, this was probably the right decision. CPI 

inflation for October returned to the target band of 3-

6%, recording 5.5% year-on-year, and our weak 

economic growth rate shouldn’t point to major 

inflationary pressures building up either, so arguably 

no need for hiking rates yet. However, the fact that the 

inflation rate still hovers close to the upper end of the 

target range suggests that rate cutting would also be 

inappropriate. 

IMPLICATIONS FOR THE HOUSEHOLD/ 

CONSUMER SECTOR 

However, interest rate policy has implications for many 

more economic variables, and for us the implications 

for the financial state, and behavior of, the 

household/consumer sector, as well as residential 

property market conditions, are key. 

On the positive side, this lengthy sideways movement at 

a multi—decade low level doesn’t appear to be 

promoting rapid growth either in consumer demand 

anymore, or in housing demand and house prices at 

this stage. 

After a period of very strong in consumer-related 

household debt in recent years, and a slight renewed 

rise in the already-high household debt-to-disposable 

income ratio, it was important that consumer demand 

growth subside, in order to constrain household sector 

credit growth to more “sustainable” levels.  

Fortunately, this has been the case, and we have seen 

slower retail sales growth, accompanied by slower 

growth in non-mortgage household credit contributing 

to a slower growth rate in overall household credit 

 

This slower non-mortgage credit growth was perhaps 

achieved partly through “verbal intervention” by the 

likes of National Treasury, in the form of their voicing 

concerns to lenders regarding the rapid pace of 

unsecured household credit. It appears to have had an 

effect, and this takes some pressure off the SARB to use 

interest rates to prevent consumer indebtedness from 

rising to more dangerous levels. However, part of the 

slower credit growth is also due to the impact of the 

aggressive interest rate cutting of a few years ago 

wearing off.  

But the currently low interest rate levels, while possibly 

not contributing noticeably to further deterioration in 

some big household sector “financial frailties”, also 

don’t appear to be having any significant impact in 

improving them. 

2 of these key indicators of financial weakness are the 

household sector debt-to-disposable income ratio, and 

the household sector savings ratio. 

With regard to the former, we have already mentioned 

that under the current interest rate stance, we have 
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seen a welcome slowing in household sector credit 

growth as the prior rate cutting stimulus wears thin. 

However, that same lack of renewed stimulus, along 

with the global monetary and fiscal stimuli wearing 

thinner, has also contributed to a slowing pace of 

nominal household sector disposable income growth. 

The net result has been that, recently, slowing 

household sector credit growth has been matched by 

slowing household sector disposable income growth, 

and we are thus not making further progress in 

reducing the all-important household debt-to-

disposable income ratio, which remains not far from 

all-time highs, at a level of 75.8%  as at the 2
nd

 quarter 

of 2013. 

 

In fact, the debt-to-disposable income ratio actually 

rose very slightly through 2012 up until the 2
nd

 quarter, 

of 2013, after having halted a declining trend from 

2008-2011.But to date the rise since early-2012 has not 

been significant, shifting from 75% to 75.8%.  

 

 

The implications of the combination of this long period 

of sideways movement in interest rates, and very slight 

rise in the debt-to-disposable income ratio, has been a 

very slight rise in the household sector debt-service 

ratio, and with it a move into a very mildly 

deteriorating phase of the cycle of consumer credit 

health. 

 

The Debt-Service Ratio of the SARB (which refers to 

the total interest bill on the household sector debt 

burden, expressed as a percentage of overall 

disposable income), has risen very slightly in recent 

quarters, from a current cycle low of 7.6% at the end of 

2012 to 7.7% by the 2
nd

 quarter of 2013. 

And almost simultaneously, the Transunion Consumer 

Credit Index, which relates to household sector “credit 

health”, moved below the crucial level of 50, which 

signaled the start of a mild deterioration in this “credit 

health”. 

 

The 2
nd

 key household financial indicator is the 

household sector net savings rate. Like the debt-to-

disposable income ratio, this rate showed some initial 

improvement through 2008-2011, but thereafter more-

or-less flattened out at a very weak level. 

Net savings refers to gross savings net of depreciation 

on fixed assets owned by the household sector. From 

2006 to early-2012, this figure was negative, reflecting 

“net dis-saving”, implying that the little gross saving 

that existed amongst households was insufficient to 

cover depreciation on fixed assets. After some 

improvement from a low of -1.7% as at late-2007, this 

figure improved moderately to settle at around zero by 

early-2012, and has moved sideways ever since. 
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So, in short, what can we say about the current SARB 

interest rate stance in terms of its impact on key 

indicators of household sector financial strength? 

We can say that the current monetary policy stance is 

such that, under the current economic conditions, it is 

allowing a more-or-less sideways movement in such 

key household financial  indicators as the debt-to-

disposable income ratio and the household savings 

rate. That’s the good news. However, the “not so 

good” news is that these sideways moves that are 

taking place are at very weak levels (very high in the 

case of the debt ratio, and very low in the case of the 

savings rate). The current interest rate stance is thus 

having a stabilizing effect, but not achieving much 

needed further improvement in these key ratios. 

IMPLICATIONS FOR THE RESIDENTIAL 

PROPERTY MARKET 

In the residential property market, the level of interest 

rates appears nicely positioned so as not to promote a 

spree of speculative buying or other such unhealthy 

behavior.  

This, we ascertain by calculating an alternative real 

prime rate through using average house price inflation 

(instead of the usual CPI-adjusted measure). Given 

average home lending rates not far from prime rate 

these days, when prime rate exceeds house price 

growth it is tough to borrow money in order to buy and 

sell properties on a short term basis and make a 

significant profit. This situation should by-and-large 

keep speculative behavior contained. 

However, should house price growth accelerate to 

levels significantly above prime rate, the environment  

starts to become more favourable for speculators al la 

2004-2006, which can lead too unhealthy “bubbles” 

forming. 

At present, prime rate is still above house price growth, 

according to our estimates, suggesting that home 

buying should still be largely for the “right reasons”, 

and our indicators pointing to high levels of primary 

residential demand and low buy-to-let demand suggest 

that this is the case. 

However, a recent acceleration in the FNB estimate of 

house price growth (has led to a decline in this 

alternative measure of real prime rate (0.7%) by 

October 2013, and should further significant house 

price acceleration occur, a return to a negative real 

prime rate (last seen in December 2006) could start to 

be a cause for concern. 

 

So far so good, however, and the current interest rate 

stance appears appropriate from the point of view of 

promoting relative “sane” behavior in the residential 

property market. 

CONCLUSION 

At present, the SARB interest rate stance of, once 

again, unchanged rates at multi-decade lows appears 

appropriate from both an inflation targeting and weak 

economic growth point of view. 

However, it is also important to evaluate interest rates 

in terms of their influence over a myriad of other 

economic variables, and for us some of the key 

household sector financial indicators deserve 

consideration. 

In this regard, we believe that the current interest rate 

stances helps to promote a relatively stable more-or-

less sideways-movement in the household debt-to-

disposable ratio in the near term, a similar direction 

for the household net savings rate, and a housing 

market largely free of “bubbly” behaviour” in the near 

term. 

While such stability can be seen as a positive, what 

current interest rate levels are not doing is promoting 

any meaningful improvement in the household debt and 

savings ratios, and both of these ratios remain at 

extremely poor levels by our historic standards. 
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OUTLOOK 

Looking a little further into the future, it is the FNB 

view that economic growth will improve mildly in 2014 

and 2015, after a forecast 2% for 2013, which would 

contribute to a mild building of inflationary pressures, 

resulting in the 1
st
 interest rate hiking starting in early-

2015. 

During the forecast period, the household sector debt-

to-disposable income ratio is projected to decline only 

marginally, to around 73.8% by the end of 2015. 

This ongoing high level of indebtedness requires that 

the next interest rate hiking cycle is a very moderate 

one, as it keeps the household sector highly vulnerable. 

Indeed, we expect the interest rate hiking to be 

moderate, but it would be a good thing for households 

not to take this for granted, and to use the remaining 

time to build good financial buffers. 
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