
LnP Property – Estate and Managing Agents - on lowered
interest rates.

Introduction
The recent announcement of lower interest rates by the South African Reserve Bank has brought a wave of
relief to homeowners across the country. While many may be tempted to reduce their monthly bond
installments, there is a compelling case to be made for taking advantage of this opportunity to accelerate the
repayment of your home loan. By maintaining or even increasing your payments, you can significantly
shorten the term of your mortgage, save thousands in interest, and achieve financial freedom sooner.

To be debt free, can put you in a position where you can dictate, negotiate prices or interest rates. You can
decide when to replace an article. Replace your car when you want to and can still get a good price. If you
are in debt, you can not really make the call when you want to.

History and examples
A dentist friend once asked me (an accountant) to explain to him why it takes 20 years to pay off a bond on a
house but “only” 3 years to pay off a motor car. The price tags at that time, the 70’s ant 80’s of these two
items were not far apart. My answer was: it is easy, you agreed with your banker how you would pay it.
Twenty years for a house, so the instalment is relatively low, and the interest rate was also “softer” than for a
car. And remember the bank’s aim is to make money from lending money to enable us to enjoy these, and
other articles, one can buy and pay later. In those days, and I think it may still be the case, to “Keep up with
the Jones’s. “ I gave him an example of the difference in the payback period when one pays more than the
required installment. Question: Do you really need to buy a new luxurious car, or that 4x4 while do not really
will use it.? Maybe a car for you child going to university for the first year. Yes, it is very comfortable, saving
you from going to him twice in the same weekend: to fetch him and take him back again. Think again. Look
at the savings in interest what an extra few Rand can make in the payback term of a house. Weigh your
affordable stress of you and your family up against the euphoria of having that new car of house. Is it worth
the stress. Maybe you spend R400 or R800 more a week on dining at a restaurant, skip a week or two or a
month for a year or longer and pay your debts. Let us work out your own results and get you a peace of mind.
Consider your luxuries and decide if it is a nice to have or a need.

My personal moto was to not buy on “the book” but buy cash or pay off over a very short period – as short as
possible, pay in advance, you should save the interest. This way you can built a good reputation.
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Lowering interest rates and consequences

Economists holistically see the influence of lowering interest rates to stimulate growth in the economy of the
country and to combat higher inflation rates. The public will have more to spend on other articles -
theoretical. There are pitfalls to avoid, especially this time of the year near December holidays. Be aware that
the “euphoria bug” does not get hold of you. Some of us tend to “think” things are getting better, we will
have more money to spent, we can worry later. You safe only R171 on a debt of R1m for a reduction in
interest of .25%. With a reduction in the interest rate as announced (.25%), you never know if it is the
beginning of a downward trend to an exceptionally low rate as we have experienced or is it just a dip in the
graphic of the interest rate. People tend to spend more, increasing the demand for goods and services which
tend to increase prices and thus the inflation rate. The growth in the economy tend to follow a pattern of
waves, some waves are small (short), and some are big over a longer period. A Russian with the name of
Nikolai Kondratiev, discovered a curve spanning between 40 to 60 years. This curve was named after him,
theKondratiev Waves. Naturally, there is much debate amongst economist about this theory.

The Potential Drivers of Kondratiev Waves are:

● Technological Innovations:Major breakthroughs can fuel economic growth during upward phases.
● Investment Patterns: Shifts in investment trends can contribute to both upward and downward

phases.
● Global Events:Wars, pandemics, and other significant events can disrupt economic cycles.

While the exact length and causes of these waves are debated among economists, the theory has been
influential in understanding long-term economic trends. The studies of the drivers of the economic trends
can become complex for the nonexpert, and this is why we caution the user to avoid making quick deductions
following the news of a (small) reduction in interest rates.

The best is to pay off debt as quickly as possible. Forget about the Joneses – their circumstances are different
from yours.

Other views and theories

There are various authors who made a study of debts and the results of not being able to pay debts with
available income. One of them is an American, Dave Ramsey, who wrote a couple of books on this subject
and gives courses on savings and debt. He advises that one takes control of one’s own money. He suggests
taking control in “Seven Baby Steps.” The first is to start saving and build a cash reserve of say R20,000. The
second step is to make a list of debts that are devouring your income. Start to pay off the smallest,
irrespective of the interest rates that may differ from debt to debt. Once that is finished, use that installment
to help pay the next smallest balance. And so, you execute this process till you get to the largest, normally the
house bond. Keep on paying the bond as agreed but now you start to build an emergency fund to carry you
for say six months in case of disaster, like losing your income or part of it. Save at least 15% of your income
for your retirement. You can then also start to payoff you house. You will be amazed to see how fast you can
build capital!

As one does not know what the future holds for anyone of us, it is compelling necessary to always have a
cash reserve readily available even if you have debts. Of course, you pay interest on the loans but what if you
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have no reserves readily available (the ability to borrow for the rainy day can also be seen as cash readily
available!!) and you can borrow nowhere for the need?

We advise that the strive must be to live debt free. Pay off your debts, including credit cards, some
economists advise to even get rid of credit cards. That may not be very practical, but you can use a debit card
Leave the house bond for last. Start with the small debts – they are normally the ones that bite. They tend to
easily go to attorneys or debt collectors and before you know you are on a “blacklist.”

Some solutions
When you are really in financial trouble, learn to communicate. Negotiate a feasible installment and if
possible, interest free. Never break an undertaking to pay. Cut your expenses, get the cooperation of your
family (dependents) and forget about luxuries. If you can live without it, do so.

Draft a budget for the household. If it is necessary, then sell off the assets, lastly the house. Also get
professional help and advice and work according to that.

Increase your income – get a side hustle, ask your spouse to also get a job if she do not already have one.,
people living for free, can also contribute to paying the expenses.

The point I want to get at is do not reduce your monthly payment when the interest rate is lowered. The bank
(bondholder) will soon inform you what your new monthly installment will be or in the alternative, use that
saving pay off the other debts as described above. Remember, that interest rates can rise quickly. I have lived
through a period where rates increased over a few years from less than 12% to about 24%!

Consider the stability of your income!

Risks
Consider the risks that threaten us daily: (to name only a few)

● Increases in the cost of electricity (expect about 36% within the next year) is a given fact, water and
municipal charges will increase

● Taxes – with the national debt, any or all taxes may rise to pay debts and increase in cost of
administration of the country.

● The stability of your local municipality and the possible consequences of that authority can not
deliver the expected service.

● Disasters in nature - floods, draught, fire, earthquakes, etc.
● Political unrest - war, strikes, changes in Government, etc.
● Changes in laws – BEE requirements, etc.
● Competition from overseas can cause job losses.
● Pandemics causing lockdowns, etc.
● Death and/or inability to get insurance or work.
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● Personal health or that of your family.
● An economic downturn for whatever reason is always a thread.
● Technical developments can make a career overnight obsolete, also in the IT environment.
● Condition of personal assets. Your transport situation maybe risky.
● Loans with no repayment agreements can pose an extremely elevated risk.
● Did you lose your job and must settle for a lower salary?
● You lose your spouse, and she always contributed to the income of the family.
● Your child must go to university and your provision was not sufficient, the rise of education costs.

One should always consider the risks that are threatening one, it may be not on the list above. Your situation
maybe unique. How will it affect your situation if that threat materializes? Consider it seriously and get
expert advice. Strive to eliminate the risks or to at least mitigate the risk.

History of interest rates
Have a look at this table from the internet:

South Africa Interest Rate
In South Africa, the interest rates decisions are taken by the South African Reserve Bank’s Monetary Policy
Committee (MPC). The official interest rate is the repo rate. This is the rate at which central banks lend or
discount eligible paper for deposit money banks, typically shown on an end-of-period basis.

Actual Previous Highest Lowest Dates Unit Frequency
8.00 8.25 23.99 3.50 1998 - 2024 percent Daily

Look at the highest and the lowest rates and compare with your situation if those rates are applied again.

This emphasizes the urgency to have a financial plan, make a list of your debts with their installments,
interest rate, period left. List your income maybe from various sources. List the expenses which will include
the installments. Now draft a budget and work out you are going to implement a payment plan. Discuss it
with your family (dependents) and find out how they can contribute with extra income and savings.

This is the latest view of the SA Reserve Bank: (27/9/24) as published on Google.

“The South African Reserve Bank slashed its key interest rate by 25 bps to 8% on September 19, 2024, as
expected, following seven consecutive meetings at a 15-year peak of 8.25%. This marks the SARB’s first
policy easing since the pandemic in 2020, as price pressures cooled. The annual inflation slowed to 4.4% in
August from 4.6% the prior month, dropping below the midpoint of the central bank's preferred target range
of 3% to 6%, for the first time in over three years. Policymakers expect this progress to be sustained, with
inflation projected to remain below the 4.5% midpoint through the end of the forecast horizon in 2026.
Accordingly, inflation projections were lowered, with 2024's forecast cut to 4.6% from 4.9%, the 2025
estimate reduced to 4% from 4.4%, and the 2026 projection trimmed to 4.4% from 4.5%. Concerning
economic activity, the SARB maintained its 2024 projection at 1.1%, while revising its 2025 forecast up to
1.6% (from 1.5%) and its 2026 forecast to 1.8% (from 1.7%). source: South African Reserve Bank”
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Compound interest
Example on the influence of interest rate reductions:

The prime interest rate in South Africa is currently (26/9/2024) 11.75%.

Assume a balance on the house bond is R1,500,000

(We will ignore the house insurance for this purpose)

The payback period is 20 years (240 months)

The monthly installment is R16,255.61

The interest rate is reduced to 11.5%.

The installment is then R15,996.44

A reduction of R259.17 per month.

If you keep the installment the same, R116,255.61, you will find that the term is reduced to 226.14 months
instead of 240 months., a saving of R225,302.75. All this is the result of compound interest, which is interest
on interest. It can work for you. You can shorten the period further to increase the installment. You can
annually increase the installment and “earn” interest at say 11.5% on your extra capital and that will be tax
free! You will find that you build capital to your advantage following this simple method. When you have
built sufficient capital, you can borrow back on your bond and buy a car cash, earn a cash discount and pay it
back as if it is a hire purchase agreement over a period of say 36 months. You will find that the interest on the
bond is lower than on car finance. On average it is now 11.75% but it all depends on your financial history –
it can be much higher than 11.75%.

Consider the next:

Bond balance R1,500,000

Interest before decrease: 11.75%

Period 20 year/240 months

Installment R16,255.61

Keep the installment fixed at R16,255.61

Consider the results in the next table: (this is when interest rate goes down)

Interest rate Term in months Add R500 to
installment/months

Saving on R500 extra
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11.75% 240 214.71 R 423,749.38

11.5% 226.14 204.60 R 593,148.59

11.25% 214.67 195.9 R 738,922.40

11.0 % 204.92 188.3 R 866,265.04

10.75% 196.49 181.57 R 949,815.29

10.5% 189.08 175.54 R1,080,065.98

Let us keep the term and capital fixed and increase the interest to 12.75%, the installment will grow to
R17307.17, an increase of R1,051.56. How will that increase affect you?

Action
Let us assist you with your financial planning. Call our office at 016 976 0860 and make an appointment to
discuss. The first consultation will be free. Or contact your banker for sound advice. Whatever, do it as soon
as possible.

Author: J P Lessing B.Com Hons. CA(SA)
LnP Properties – Managing Agents
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