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TIME TO TIGHTEN YOUR BELT - AGAIN

2016 did not start well
for South Africa. The
rand hit new record
lows, capital flight
surged, credit ratings
agencies warned of
another potential
downgrade and
growth was

slashed. On the 28th
of January, the South
African Reserve
Bank's (SARB)
Monetary Policy
Committee (MPC)
hiked the repo rate by
50 basis points to
6.75% which in turn
pushed the prime
lending rate —the
figure charged by
panks to customers -
to 10.25%.

While the decision
was expected to
degree,most pegged
the inferest rate
INncrease at 25 basis
points. The 50 basis
points iIncrease came
as something of a
shock and heralds yet
another round of belt
tightening for most
South Africans.

Brian Butchart,
Managing Director at
Brenthurst Wealth
shared his thoughts on
the matter: "In South
Africa, interest rates
are typically raised in
an attempt to curb
inflation, affract
investment and
although denied by
the SARB, to stabilise
the currency. The
Interest rate cycle has
peen on an upward
frajectory for more
than two years now
and is not likely to
taper off thanks in
large part to the
drought and weak
Rand which will
propel inflation well
over the 6% target
pand set by the SARB.
As such, we fully
expect more infterest
rate hikes throughout
2016.

"Although this news Is
welcomed by retirees
and individuals with
little or no debt who
rely on their
investment capital to
produce a monthly

INcome and can Now
expect higher returns
from their interest
pbearing investment
options,it isn’t the best
news for those with
debt and mortfgage
pbonds. Indeed, for
property owners, this
will immediately
franslate info an
INncrease in bond
repayments and less
disposable income.”

Against this backdrop.,
Butchart suggests
fixing bond rates. He
adds that
bondholders would
also do well to
consider increasing
pond repayments
over and above the
new required
payment (if possible)
which will reduce the
capital balance in
the long run,

"For those who wish
to buy, it would be
pest to try and put
fogether as big a
deposit as possible
which will reduce the
overall loan value.
Aspirant buyers should
also shop around to
secure the best
possible lending rates
and fixed lending
rates with multiple
financial institutions.”

In the broader
context, Butchart
explains that interest
rate increases will
franslate info fewer
puyers being
approved by financial
institutions overall. He
adds that buyers will
probably offer less for

higher priced
properties but that
demand for more
affordable properties
will probably remain
fairly robust.

Magnus Heystek,
Director and
Investment Strategist
at Brenthurst Wealth
says the increased
Inferest rate and the
probability of further
interest rate hikes later
In the year will have @
major dampening
effect on the already
fragile sentiment of
aspirant property
purchasers.

Interestingly, he adds
that InCreased rates
will also probably
accelerate the
downward trend in
the size of property
developments
coming to market
which could, as an
aside, make an
iInvestment in storage
units more attractive
Qs people downscale
out still want 1o keep
their surplus
belongings in one
place.

Timothy Akinnusi,
Executive Head of
Home Loan Sales and
Client Value
Management at
Nedbank says that
the 50 basis point hike
signals that the
Reserve Bank views
curbing inflation as @
pigger consideration
INn comparison fo
managing
consumer’s ability to
service their debt.

Adds Akinnusi:

For both existing and
new homes buyers,
the message is to take
a long term view on
your purchase of a
new residence and
be prepared fo pay
at least 10 to 15%
more than your
current monthly bond
amount by the end of
the year. In so doing,
bondholders will be
able to mitigate the
impact of additional
Interest rate increases.
AKinnusi points out
that it’s not all bad
news in that an
Increasing rate cycle
presents opportunities
for consumers to
derive betfter refurns
on their savings.
John Loos, Household
and Property Sector
Strateqgist af FNB
Home Loans believes
higher interest rates
are good for South
Africa in the long term
as it will assist in
correcting various
macroeconomic
imbalances and
would ultimately
contribute towards a
lowering of the
household debft-to-
disposable income
ratio.

"Whether or not the
iInterest rate will be
INncreased gradually
or quickly depends on
several local and
global factors,” notes
Loos. "These include,
amongst others, the
price of oil, the
iInflation effect of the
drought which has yet
to fully filter through,

the upcoming
municipal vote which
may cause further
social unrest, potential
disruption and
possible Rand volatility
and the impact of
China’s slowdown.

"Whatever the case,
everything points to a
tough year ahead. As
the saying goes things
will probably get
worse before they get
petter so if you
haven't done so
already, now would
be a good time to re-
evaluate your
financial situation and
cut back as far as
possible in
anticipation of cost
INcreases across the
poard.”

Should you require
any other details
regarding your
property
requirements...

We also have an
open house day at
our offices every
sunday from 10:30am
to 12:30pm

Feel free to come
through and have a
look at all the
properties we have
available,., Our duty
consultant will be
glad to assist you!!!
Check out all our
properties by visiting
www.dpgprop.co.za
Dormehl Property
Group Phoenix

Visit us at 136
Longcroft Drive or call
031 500 7003
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