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Introduction

The spending and savings behaviour of a community is
determined by various factors such as the material and
social needs of people, tradition, the standard of living
and the age distribution ot the population. In addition,
private consumption spending is determined to an
important degree by the extent of and the actual and
anticipated changes in the income of consumers, as
well as their ability to spend future income now by
making use of credit.

Credit extension is an important link in the
transmission mechanism that relays changes in
monetary policy to changes in the total demand for
goods and services and the general level of economic
activity. Greater access to credit makes it easier for
business enterprises to start capital projects, augment
stock levels, increase personnel and to take other steps
to increase the extent of their activities. The avallability
of credit also makes it easier for households to spend.
An increase in credit could entice consumers to make
purchases now instead of in the future.

Little information is available in South Africa on the
extent to which private households use credit to
finance current spending. The purpose of this study is
to provide a review of the credit facilities used by
consumers, to furnish estimates on the utilisation of
consumer credit facilities, to analyse the changes in the
use and the composition of consumer credit since
1969, and to identify and describe some of the more
important factors that determine the extent and
composition of consumer credit,

Definition of consumer credit

As discussed later at greater length, there are various
reasons why private households are prepared to enter
into credit transactions. In essence, the use of
consumer credit is related to the eagerness of
consumers to sacrifice future consumption in order to
obtain greater satisfaction from current consumption.
Future consumption is surrendered because
consumers will use income earmed at a later stage to
settle debts and meet interest commitments, and will
therefore have less spendable funds at their disposal at
that stage If they do not increase their credit
commitments further.

The kinds of credit used by consumers are
customarily classified into mortgage advances and
consumer credit. Consumer credit is, in turn,
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subdivided into open accounts, personal loans at
banks, other personal loans, credit card facilities, and
instalment sale transactions and lease transactions,

Mortgage advances

Mortgage advances come into existence when
households enter into loans to buy homes and other
fixed property and then offer the property concerned
as security for the loan. One feature of such loans is
that the borrower (mortgagee) will, under normal
circumstances, have to pay off a certain portion of the
price of the property himself before the lender
(mortgagor) makes the remaining portion of the
purchase amount available. The size of the loan is
usually determined according to the annual income of
the borrower and the value of the pledged property.
The loan is repaid over a long period that ranges
between 20 and 30 years, although shorter periods
can also be arranged.

In South Africa the interest on mortgage loans is
determined at a variable rate and the lender may adjust
the interest rate after giving one month's notice. The
mortgagee may redeem the mortgage debt at any
stage without being penalised. Repayment, however,
usually takes place in monthly instalments. The
amount repaid each month may vary in accordance
with interest rate movements.

Mortgage loans are also entered into to acquire
funds for purposes other than the purchase of fixed
property. In such a case fixed property owned by
households is pledged as security for the loan. The
keen competition between the various financial
institutions in South Africa since the first half of the
1980s has caused mortgage advances to be promoted
increasingly for purposes other than the financing of
transactions in fixed property.

Credit facilities for current consumption
expenditure

Open accounts of households include all outstanding
debits to dealers, and also those amounts payable to
buy-aid associations for the purchase of goods and
services from dealers,

Purchases on open accounts enable consumers to
separate the payment for goods and services from the
time of actually receiving the goods or services. The
purchase price must be paid in full on a predetermined
future date or in instalments over a period of time,

Financing by way of open accounts is usually used
for the purchase of durable and semi-durable goods
and the rendering of consumer services. The period of
credit extension is short and outstanding balances are
normally payable within one calendar month of the date



of the transaction. Instalments over periods of up to
six months, however, are common, especially where
semi-durable goods are involved.

Personal loans granted by banks consist of
overdraft facilities made available by banks to their
clients and other advances granted to individuals.
Overdraft facilities are available to the holders of current
accounts at banks which enable clients to withdraw
funds from such accounts over and above the
amounts deposited into the accounts. Only that part of
the overdraft facility that is actually drawn by the
consumer is included in consumer credit. The
conditions for the repayment of overdrawn accounts at
banks are particularly flexible and are arranged at the
discretion of the banks and with the client's needs and
financial capabilities in mind. “Other bank advances” to
individuals are made without these persons necessarily
being holders of current or deposit accounts at that
particular bank. The repayment of such debt is usually
more precisely scheduled than the repayment of
overdrawn accounts and repayment is normally
required within a fixed period.

Other personal loans consist of loans granted to
persons by long-term insurers where the surrender
value of a policy serves as security for the loan (so-
called loans against policies). Loans made to farmers
lo finance consumption expenditure are, irrespective of
the institution granting the credit, also classified as
personal loans. However, loans entered into by
farmers for the sole purpose of financing farming
activities, are not regarded as part of outstanding
consumer credit,

Credit card facilities are made available by banks
and offer consumers a very convenient method of
making purchases and deferring the payment of the
purchase price. Debit balances on credit card
accounts are usually payable within one calendar
month after the cardholder's receipt of his account, but
so-called budget facilities are also provided to
postpone the payment over longer periods. The
outstanding debit balances at the end of each calendar
month, and not the total credit available, are taken into
account in calculating total consumer credit.

An instalment sale agreement (hire-purchase
agreement), is a transaction in terms of which goods or
services are provided to the buyer, but where the
purchase price is paid in instalments over a period in
the future, Although the purchaser takes possession of
the goods, he does not become the owner and the
seller is entitled to repossess the goods if the buyer
does not comply with the provisions of the agreement.
Instalment sale transactions are used almost exclusively
to finance the purchase of durable consumer goods of
which the prices are high relative to the income of the
credit-taker, and the expected economic lifetime of the
goods is long, for instance three to five years. The
conditions of such credit agreements are regulated by
the Credit Agreements Act (Act No. 75 of 1980) and the

Minister of Finance and of Trade and Industry is
authorised to lay down regulations, for instance to
determine the maximum period within which the full
price is payable, and 1o fix that portion of the cash
price that is required as initial deposit.

Lease agreements are transactions in terms of
which goods are leased but where there is no
arrangement that the debtor becomes the owner of the
goods at any time during or after the expiry of the lease
period. As the credit-taker or debtor does not acquire
ownership in terms of the agreement, the outstanding
commitments can perhaps strictly speaking not be
regarded as consumer debt. The Statement of
Generally Accepted Accounting Practices', however,
lays down guidelines according to which the
commitments of persons in terms of finance lease
transactions are included in consumer debt, The
finance lease agreement is regarded as an alternative
for a credit sale transaction and all the risks and
remuneration involved in the right of ownership of the
asset concemned are transferred from the lessor to the
lessee. However, the same considerations do not apply
in the case of operating lease transactions, and the
commitments in terms of these agreements should
accordingly not be included in the estimates of the total
consumer credit.

The calculation of consumer credit

The most important source of information used in
compiling statistical time series of outstanding
consumer credit is the data furnished by banks to the
Office of the Registrar of Banks, Data on the
outstanding balances of personal loans, credit cards,
instalment sale agreements and lease agreements of
persons and private non-profit-seeking institutions are
submitted monthly to the Registrar. Private non-profit-
seeking institutions such as clubs, churches and
welfare organisations, are classified in accordance with
accepted international principles as private households
and the credit extended to such organisations is
therefore part of the debt of households.

As indicated earlier, the outstanding commitments
of persons in terms of operating lease transactions
should not be regarded as part of consumer credit.
Unfortunately the statements submitted by the banks
do not distinguish between finance lease agreements
and operating lease agreementis of persons. As a
result, the commitments of persons in terms of
operaling lease contracts had to be included in the
calculated aggregate of consumer credit, and this

' Statement AC105, Accounting for Leases in the Financial
Statements of Lessees, as published by The South African
Institute of Chartered Accountants and approved by the
Accounting Practices Board, revised in January 1989,
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increased very rapidly in the first half of the 1980s.
Credit extended by banks to private households
increased as a percentage of total outstanding
consumer credit from 11% per cent In the 1970s to 27
per cent in 1984, From about the middie of the 1980s,
however, the more aggressive marketing, and easier
availability of open-account financing to a much wider
variety of consumers prevented a further decline in the
share of open-account balances in the total outstanding
consumer credit, and caused the relative share of
bank-intermediated credit to stabilise. In the last half of
the 1980s the ratio of consumer credit to personal
disposable income at first receded sharply to an
average of 20 per cent in 1987, before it rose again to
the high level of 27 per cent in 1991,

The increased importance of bank-intermediated
credit to households in the first half of the 1980s seems
to indicate that the rising household debt burden was
partly caused by financial deregulation and the
liberalisation of financial markets during that period.
Inflation and rising household asset values added to
this increase in households' indebtedness, Initially the
rising debt burden was not perceived as a problem
since a fall in household asset prices was seen to be
highly unlikely in an inflationary environment. However,
during the current recession the growth of personal
disposable income slowed down, even becoming
negative from the second quarter of 1992 onwards. In
addition, conservative financial policies aimed at
bringing inflation down, exerted continued downward
pressure on the values of household assets in general.
Existing debt levels thus became unsustainable,
Household borrowing consequently slowed down in
1992 and the ratio of saving to disposable income rose
moderately.

Although the estimated outstanding consumer
credit totals do not present a comprehensive overview
of overall household debt, they do provide valuable
information for assessing the likely impact of monetary
policy changes on aggregate consumer spending. |f
the estimates of household debt can be extended to
include mortgage debt and the outstanding debt
obligations of private non-incorporated business
enterprises, together with estimates of the total value of
interest-bearing assets held by households, it will
provide a complete framework for a more accurate
analysis of the possible links between monetary policy
changes and the saving and spending decisions of
private households,
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Annexure

Table 1: Total consumer credit

R millions
1
At At At At ' At At
Period Period current constant Period current constant
prices 1985 prices prices 1985 prices ‘ prices 1985 prices
|
1969.01 1145 j 5973 1977:01 3235 9 567 1985:01 | 19403 21107
02 1176 6122 02 3118 8864 02 | 19 349 19 567
03 1164 6100 03 3219 9033 03 19746 19338
04 1204 ‘ 6698 04 3120 8804 04 19743 18333
1970:01 1282 6380 1978:01 3444 9318 1986:01 19742 17 199
02 1320 6 600 02 3680 10033 02 19 602 16170
03 1366 ‘ 6007 03 3793 9678 03 19 059 14 481
04 1363 7105 04 3880 9832 04 19 804 14 447
1971:01 1368 6760 1979.01 4054 10114 108701 17 596 12126
02 1393 6632 4194 10393 oz 19 164 13103
03 1421 i 6629 03 4 406 10 464 03 20255 | 13170
04 1464 6 908 04 4718 11024 04 21347 13382
1972.01 1495 6745 1980:01 4987 10612 1988:01 22337 | 14 257
02 1520 6825 02 6335 11183 02 23 906 14477
03 1584 7050 03 5879 11969 03 25169 | 14 792
04 1651 7076 04 6397 12610 04 27 031 14 654
1973:01 1744 7518 1881:01 6930 13013 1989:01 29 641 16334
02 1897 7 962 02 7 445 13369 02 30537 16 169
03 2009 8252 03 7 896 13919 03 31429 | 15926
04 2137 B704 04 8650 14 556 04 | 34253 16673
1974:01 2212 8687 1982:01 9045 15020 1990:01 36 850 17 813
02 2 305 8745 02 10 434 16 B44 02 39 687 | 18 640
03 2341 8829 03 10947 16 921 03 43 344 19978
04 2 406 077 04 11 465 16171 04 47 441 20 659
197501 2514 9282 1983:01 12271 17731 199101 49725 20 649
02 2572 9303 02 12948 18 461 0z 47 634 19099
03 2718 9470 a3 13439 17 691 03 50675 19 550
2887 9695 04 14 943 18919 04 50 158 19 045
197601 2984 9583 1984:01 15953 20 145 1992:01 51 056 18977
3057 9670 02 17 146 21214 02 52 479 18 787
03 3129 9824 03 18 645 21124 03 50277 17 322
04 3180 9557 04 18617 20 960 04 51631 17 203
Seasonally adjusted quarter-end balances,
Table 2: Consumer credit
Selected ratios
Components of consumer credit
Conﬂiltﬂ;:r as percentage of consumer credit
End of rsonal Instalment
dt:boulﬂo Personal | sale and Open
income loans lease accounts
agreements
1969 16.7 459 316 225
1970 16.9 44 4 332 22.4
1971 15.5 433 34,5 22.2
1972 15.5 419 36.4 21.7
1973 180 43.7 36.9 194
1974 17.2 419 37.2 209
1975 17.4 40,2 395 203
1976 17.7 39.4 40.4 20.2
1977 14.8 349 44.0 211
1978 171 38.6 43.8 17.6
1979 17.3 354 48.4 16.2
1980 18.6 341 51.8 14.1
1981 224 30.4 57.4 12.2
1982 253 36.3 53.0 10.7
1983 284 420 48.7 9.3
1984 29.8 41.8 49,5 8.7
1985 279 447 46.1 9.2
1986 24.8 43.4 46.9 9.7
1987 217 47.3 441 8.6
1988 23.5 495 40.4 101
1989 25.6 51.7 386 9.7
1990 30.5 51.4 403 83
1991 27.7 51.7 38.8 95
1992 250 49.8 40.3 9.9
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