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First-time home buyers 
now less reliant on 
mortgage debt than a 
decade ago 
First-time buyers are borrowing less per rand of earnings 
— but now need bigger deposits than in 2006 

 We build on our previous research (see Homes for first-time buyers are more affordable 
than a decade ago, published 21 June 2016) and assess how first-time buyers finance 
their homes. We do this by tracking two mortgage debt metrics for a median first-
time buyer: SBR’s Loan-to-Income Index and Deposit Index. 

Main findings 

 Consistent with overall declining consumer indebtedness in SA, as evidenced by debt-
to-disposable income and mortgage advances-to-disposable income ratios, we show 
that first-time buyers have borrowed decreasing amounts relative to their
disposable income. As a result, mortgage indebtedness has improved 
structurally for first-time buyers despite cheaper debt over most of the study 
period. As at Q1:16, SBR’s Loan-to-Income Index for a first-time buyer was 12 
percentage points lower than a decade ago.  

 Further, we show cyclical elements to the way homes are financed. SBR’s Deposit Index 
shows that deposits rise when economic growth slows, and also when interest rate 
cycles are in a hiking phase as is currently the case (since December 2013). The index 
troughed at 0.5 in Q3:13 and is currently at 4.8. This is still below the peak of 7.4 in
Q1:09. 

As a result, we estimate that a median first-time buyer needs to raise 1.7 months’
worth of disposable income to fund a first home. The Deposit Index is 
currently rising due to slowing growth and rising interest rates but still better 
than its peak of 3.2 months’ disposable income during the global financial crisis. 

 Analysing the first-time home buyer’s wallet, we find that it would have taken 
a median first-time buyer approximately 19 months to save a deposit
equivalent to 1.7 months’ disposable income (as required currently). This is due to 
first-time home buyers’ low savings capacity, aggravated by slowing economic growth.
Comparatively, it would have taken 39 months during the global financial crisis, and 
just 2 months in Q2 2013 before SA entered the current downward phase of its
business cycle.  

The fall in deposit required (to 2 months’ savings) is compatible with previous research
which shows that Loan-to-Price Index rose significantly post global financial crisis to 
Q3:13. 

 Affordability for first-time buyers is also under increasing pressure because of rising 
interest rates. The cumulative 200 bps rate hike since January 2014 has 
increased mortgage payment by about R1,000 p/m, thus reducing new home 
buyers’ probability of affording a mortgage.  
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Mortgage indebtedness for first-time buyers has declined 
structurally 

In its 2012 study based on an analysis of advanced economies over the past three 
decades, the IMF found that housing busts and recessions preceded by larger run-ups in 
household debt tend to be more severe and protracted1. High debt levels constrain 
households’ ability to repay their existing mortgages and capacity to access new 
mortgage lending. Repossessions associated with defaults add to the housing supply at 
a time that housing market turnover is limited. The resulting fall in house prices creates 
negative feedback through declining household net worth and housing investment.  

In the case of SA, households have deleveraged in the past decade. The debt-to-
disposable income ratio averaged 78% in 2015, compared to 86% in 2008 (Figure 1). 
Commensurately, mortgage indebtedness (defined as mortgage advances as a 
proportion of disposable income) declined in the same period, from a high of 51% in 
2007 to 38% in 2015 (Figure 2). 

Consistent with this trend, we find that new buyers have borrowed decreasing amounts 
relative to their income since 2006 despite cheaper debt for the most part of the study 
period (Figure 3). SBR’s Loan-to-Income Index (LTI) has declined by 12 percentage 
points in the past decade. This is partly due to improved affordability as per our 
previous findings but mainly due to tighter lending standards in the past 
decade, responding to relatively tighter financial conditions (Figure 4). Further, 
LTI depicts cyclical elements to lending criteria and individuals’ borrowing patterns. We 
expect the cyclical deleveraging to continue as financial conditions tighten and banks 
reduce risk exposure (Figure 4).  

 

 

 

 

 

                                                            
1 Dealing with Household Debt, 2012. https://www.imf.org/external/pubs/ft/weo/2012/01/pdf/c3.pdf  

South African households have
deleveraged in the past decade

Consistent with this trend, we find 
that new buyers have borrowed 
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Figure 1: SA consumer has deleveraged since 2007 
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Cyclically, an increasing reliance on upfront payments 

We construct an index that tracks upfront deposits (SBR’s Deposits Index) which we 
classify as the difference between the value of the median mortgage and the 
corresponding home price over time. 

We find that the SBR’s Deposits Index is cyclical. It rises with slowing economic growth 
and with rising interest rates (Figure 5). In the last downward phase of business cycle, it 
appears that deposits lagged interest rates, whereas deposits lead interest rates in the 
current cycle. SBR’s Deposits Index has been rising since around Q3 2013, prior to SA 
entering into the current downward phase of the cycle in December 2013. Currently, 
the value of a deposit on a median home for first-time buyers is 9.6 times or 860% 
more than it was at its trough in Q3:13 (from 0.5 in Q3:13 to 4.8 in Q1:16), and 
increasing commensurately with the prevailing low growth climate and rising interest 
rates. This is still well below the peak of 7.4 reached in the previous downward phase. 

Taking the ratio of deposits to median income, we find that a median first-time buyer 
requires a deposit equivalent to 1.7 months’ disposable income (Figure 6). Although 
rising, it is still below 3.2 months of disposable income reached in Q1 2009 during the 
global financial crisis. Below, we estimate how long it would have taken our median 
first-time buyer to raise such capital, considering their spending behaviour. 

 

 

 

 

 

 

 

 

Currently, the value of a deposit on a 
median home for first-time buyers is
increasing commensurately with the 

prevailing low growth climate and
rising interest rates

Median first-time buyer requires a
deposit equivalent of 1.7 months’
disposable income, still below 3.2

months of disposable income reached
in Q1 2009 during the global

financial crisis

Figure 1: Generally, levels of indebtedness for a SA 
consumer have been declining since 2007 
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Figure 4: Cyclical deleveraging to continue as financial 
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Typical first-time buyer wallet: how long would it take to 
save a deposit? 

We estimate median income for first-time buyers at R30,600 p/m in 2016. 
Based on our previous research work which used BMR data to categorise the South 
African household by income group (see our report Consumer Expenditure Trends, 
published 17 May), our median first-time home buyer falls into a consumer segment we 
classify as Emerging Middle Income, earning R16,418 - R33,333 p/m. We 
estimate average income in this income group at R25,110 p/m in 2016. 

With the same spending patterns as an average household in the same income group 
(Figure 7, first column), a household with income equivalent to that of a median 
first-time buyer (R30,600) is able to accumulate savings of R3,080 p/m, or 
approximately 10% of their income (Figure 7, second column). We assume that this 
(would-be first-time buyer) household has been able to consistently maintain this 
savings rate prior to their making a mortgage application. Then, if the potential 
savings are put into a savings account at an interest rate of 6% p/a, it would 
take approximately 19 months to raise a deposit.  

Based on the same savings rate and corresponding income, we estimate that it would 
have taken 39 months to save a deposit at the peak of SBR’s Deposits Index in Q1 
2009 at the height of the global financial crisis. At the trough in Q3 2013, just before 
SA entered into the current downward phase of the cycle in December 2013, it would 
have taken only two months (Figure 3). Thus, the index shows how economic cycles 
impact on consumer affordability.  

The fall in deposit required (to 2 months’ savings) is compatible with previous research 
which shows that Loan-to-Price Index rose significantly post global financial crisis to 
Q3:13. 

In the fourth column of Figure 7, we impute our estimated mortgage payments of 
R6,526 for a median first-time home buyer. We find that, despite having above 
average income, our median first-time buyer is in a slightly worse off position relative to 
an average household in the same income group. A first-time buyer has a monthly 

A household with income equivalent
to that of a median first-time home 

buyer is able to save 10% of their
income

It would take 19 months to raise the
capital for a deposit

First-time buyer has a monthly deficit
of R2,893, compared to an average
household with a deficit of R2,412

Figure 5: Upfront deposits tend to rise during downward 
phases of business cycles (DPBC) and with interest rates 

 

Source: SARB, SBR 
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deficit of R2,893, compared to an average household with a deficit of R2,412 (Figure 
7, first vs. third column).  

Lastly, we assess the extent to which the cumulative 200 bps rate hikes since 
January 2014 affected consumer wallets. We find that, had there been no hikes at 
all, the deficit contracts to R1,900 (Figure 7, fourth column). The cumulative 200 bps 
rate hike increased mortgage payments by about R1,000 p/m, thus reducing new home 
buyers’ disposable income — adding to cyclical pressures already faced by these 
consumers.  

Figure 7: Emerging middle income group: consumer wallet under different scenarios 
 Average Household  Median First-time 

buyer: pre-
mortgage payment 

Median First-time 
buyer: post-

mortgage payment 

Median First-time 
buyer: including 

mortgage payments, 
pre-hikes 

Income per month R 25 109.69 R 30 601.14 R 30 601.14 R 30 601.14 
 Monthly Expenses -R 27 521.25 -R 27 521.25 -R 33 494.08 -R 32 475.08 
Bond Instalment (incl. a 
further 50ps hike ) 

 -  - R 6 526.00  - 

Bond instalment (excl. all 
hikes since Jan 2014) 

   R 5 507.00 

Clothing & footwear R 1 014.63 R 1 014.63 R 1 014.63 R 1 014.63 
Communication R 591.03 R 591.03 R 591.03 R 591.03 
Education R 779.50 R 779.50 R 779.50 R 779.50 
Food R 3 323.73 R 3 323.73 R 3 323.73 R 3 323.73 
Beverages & tobacco R 1 466.66 R 1 466.66 R 1 466.66 R 1 466.66 
Furniture R 154.77 R 154.77 R 154.77 R 154.77 
Household equipment & 
routine maintenance 

R 1 005.38 R 1 005.38 R 1 005.38 R 1 005.38 

Health R 1 771.18 R 1 771.18 R 1 771.18 R 1 771.18 
Hotels; cafes & restaurants R 515.20 R 515.20 R 515.20 R 515.20 
Rent R 553.17 R 553.17  -  - 
Electricity & Gas R 691.58 R 691.58 R 691.58 R 691.58 
Housing; water; & other 
fuels 

R 409.20 R 409.20 R 409.20 R 409.20 

Misc goods & services R 1 902.66 R 1 902.66 R 1 902.66 R 1 902.66 
Recreation; entertainment 
& culture 

R 862.41 R 862.41 R 862.41 R 862.41 

Petrol R 1 264.27 R 1 264.27 R 1 264.27 R 1 264.27 
Transport other R 2 950.18 R 2 950.18 R 2 950.18 R 2 950.18 
Medical Aid R 1 426.98 R 1 426.98 R 1 426.98 R 1 426.98 
Insurance R 2 774.25 R 2 774.25 R 2 774.25 R 2 774.25 
Other contributions R 4 064.47 R 4 064.47 R 4 064.47 R 4 064.47 
Net Income -R 2 411.56 R 3 079.89 -R 2 892.94 -R 1 873.94 
Source: BMR, SBR 

Conclusion 

The research examines how borrowing patterns have changed both structurally and 
cyclically over the past decade for a median first-time buyer. We conclude that 
structurally, based on the Loan-to-Income Index, a median first-time buyer now borrows 
less than a decade ago, thus reducing mortgage indebtedness. 

However, consumers are facing significant cyclical pressures and are being called upon 
to raise bigger deposits — which takes a long time to save due to first-time buyers’ low 
savings capacity under slowing economic growth. The cumulative 200 bps rate hike 
since January 2014 has increased mortgage payments by about R1,000 p/m, thus 
reducing new home buyers’ disposable income — thereby adding to the cyclical 
pressures already faced by these consumers. 

 

The cumulative 200 bps rate hike 
since January 2014 increased

mortgage payments by about R1,000
p/m
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