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Serir Beara The Reserve Bank’s Monetary Policy Committee (MPC) hiked the repo rate by a further 50 basis

points to 11%, prompting banks to raise their prime and mortgage rates to 14,5%. Interest rates

Published by: have been hiked by a total of 400 basis points since mid-2006.
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. In recent months, inflationary pressures have mounted on the back of exchange rate, and oil and
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food price movements. CPIX inflation increased to a level of 7,3% in October—well above the 6%
upper limit of the inflation target range. The upward pressure on inflation is expected to continue in

26th Floor coming months, especially after domestic fuel prices were increased to a record high yesterday.

Absa Towers Against this background, we forecast CPIX inflation to peak at a level of above 8% in the first quarter

160 Main Street of next year, after being outside the target band since April this year.

Johannesburg

2001 In view of these developments and Reserve Bank expectations of CPIX inflation continuing to rise
up to the first quarter of 2008, the MPC hiked interest rates once again, despite indications that con-

PO Box 7735 sumer demand and growth in credit extension are tapering off. Nominal house price growth has also

Johannesburg recorded markedly lower year-on-year growth over the past two months from 14,4% in September to

2000 13,6% in October and 12,5% in November. These developments are believed to be the result of the
upward trend in interest rates since the middle of last year, as well as the impact of the National

Tel: +27 (11) 350-7246 Credit Act filtering through to the rest of the economy.
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E-mail: jacques@absa.co.za The debt servicing cost of households has increased from 6,5% of disposable income in the second

quarter of 2006 when interest rates were still low, to about 9,7% in the second quarter of 2007. Tak-
ing into account the interest rate hikes in the second half this year, this ratio is expected to be above

This report is also available on 119% by early 2008.

the Interenet at http:/
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! The affordability of housing, especially for first-time buyers in the low— and middle-income catego-
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ries, will be further adversely influenced by the latest rate hike. Consumers’ spending power has
been severely eroded by higher food and fuel prices over the past number of months. In addition to
this, the cumulative rise of 400 basis points in interest rates since mid-2006 have caused the aver-
age monthly repayment on a mortgage loan to have risen by more than 28%.

Nominal year-on-year house price growth is forecast to slow down further in December to average
around 14,6% for the full year. In 2008, price growth of as low as 9% in nominal terms may be regis-
tered. This will mainly by the result of factors such as the tightening of monetary policy over the past
year-and-a-half, and the full implementation of the National Credit Act in mid-2007.

Mortgage advances growth, currently at 25,3% year-on-year after declining from almost 31% in Oc-
tober last year, is forecast to continue to slow down well into 2008 on the back of the interest rate
cycle, the impact of the National Credit Act, and a slowing housing market.

Monthly mortgage repayment
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Cumulative increase in the monthly mortgage repayment since the start of interest rate hikes in June 2006
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