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The state of SA credit markets 
  Corporate credit still weak, households driving PSCE, while public sector still lifting heavy 

 
  
The market focuses very closely on private sector credit 
extension (PSCE) in order to gauge the direction of the 
economy, inflationary pressure as well as direction for the 
Rand and M3 money supply growth.  However, comparing 
private and public credit growth and also analysing total 
domestic credit extension, gives a more complete picture of 
the underlying economy.  Taking PSCE a step further and 
breaking it up into the productive sector (corporates) and 
consumptive sector (households), and then segregating these 
up into their various categories, gives us the most complete 
sense of where South Africa currently is in the credit cycle and 
whether we are on the road of a productive or consumptive 
recovery.  
 
Private sector credit extension (PSCE) 
 
PSCE growth has been soft in recent months, only rising in the 
region of 5% y/y in December and in January 2011, 
respectively.  Topside momentum of PSCE is weak, and looks 
to be tapering off at present as interest rate cuts have failed 
to translate to credit extension in an environment of rising 
joblessness, high indebtedness, a murky economic outlook, 
and higher public sector borrowing that is crowding out the 
private sector.   
 
While the SARB has slashed repo by 6.5 percentage points in 
the 26 months since late 2008, it has thus far failed to 
stimulate a significant increase in PSCE.  Of course, the chart 
below reminds us why.  With household credit making up just 
over half of all private sector credit outstanding, this number 
has weight.  The South African economy and more 
specifically, households, are in the process of adjusting to the 
now higher debt levels that never before existed.  Should the 
SARB drive interest rates higher in coming months, it will risk 
breaking the indebted household’s back that may deflate this 
ratio to levels last seen in the late nineties and early naughties 
around 50-60%.   

 
Important to note here is that developed economies such as 
those of the US and Australia already have household debt 
to disposable income ratios well in excess of 100%.  In this 
light, South Africa’s ratio of just below 80% is low compared 
to global developed economy metrics.  It suggests that 
another leg higher in the local household debt to disposable 
income ratio over the coming economic cycle should not be 
ruled out, as the South African economy has a large unbanked 
population with a banking sector and government looking to 
extend credit to these people and draw them into the 
economic system.    
 
We would need to see banks catering to low income earners 
extending credit to their clients more aggressively, something 
which, as we will see later, is currently taking place.  
Furthermore, the National Treasury will next week table ways 
to address what it calls “financial inclusivity,” which means to 
include people currently in the lower tier of the so-called 
“two-tier economy.”  This will ultimately lead to a policy drive 
to extend credit to lower income earners and also business 
start-ups.  In order to facilitate this, the SARB may tolerate 
some CPI inflation pressures while keeping policy relatively 
loose and encouraging another round of credit creation.   
 
Devil is in the detail 
 
The chart below highlights once again how the government 
has offset the delevering of the private sector by increasing its 
total debt by nearly 70% from the start of 2009.  Total private 
sector credit increased by a mere 4% over the same period, 
after briefly contracting for a few months in h2 2009. 
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Within the private sector, households have been doing the 
borrowing.  As mentioned, household credit accounts for 
nearly 54% of total private sector credit.  The household 
sector has increased total debt outstanding by just over 10% 
since the start of 2009, while corporates have delevered and 
shed debt to the tune of 2%.   
 
Within the household credit category, a breakdown shows 
that “general loans” have risen by just over 50% over the 
past two years.  General loans are mainly personal loans - 
uncollateralised lending at a premium.  The share of general 
loans as a percent of total household debt has risen from 
3.7% in Jan 2009 to 5.4% in Jan 2011.   
 
Under current economic and employment conditions, it is 
hard to conceive of this increase in personal loans being 
anything other than household finances being under stress 
and some expenditures being funded with borrowed money.  
With the housing market having stalled and home equity 
withdrawals disappearing as a result, it could mean that 
households are tapping personal loans to maintain a certain 
lifestyle and spending habits.  
 

 
 

However, the most likely driver here is borrowing by low 
income earners.  A random sample of two established banks 
and two banks catering more to the lower income segment 
of the market suggests exactly this.   
 
Absa Bank and Firstrand Group extended personal loans at an 
average monthly rate of 1.6% and 2% respectively over the six 
months from July to December 2010.  Capitec and African 
Bank, on the other hand, pushed personal loans to the tune of 
an average monthly increase of 5.7% and 6.3% over the same 
period, respectively1.  Low income earners are having credit 
thrown at them, and this is something to bear in mind as it 
may lead to a category of subprime borrowers in SA that 
result in a sharp spike in NPLs for these banks in the future. 
 
Mortgage advances have also grown over the period by a 
total of nearly 10%, and as this category accounts for a big 
portion of household credit (37% as of Jan 2011), this is a 
major driver of PSCE.  Instalment sales credit to the 
household sector has risen by a not unsubstantial 20% since 
Jan 2009, yet there are factors owing to the NCA pushing this 
relative to leasing finance borrowing higher.   
 
It is crucial to point out that household debt is generally 
consumptive debt, and not productive debt, so for us to 
argue that an economic recovery is taking place in the 
business and industrial space, we would need to see 
corporate credit growth being created more robustly.  This 
will be the first indication that a broad-based recovery that 
will lead to employment growth will take place.  Yet corporate 
credit has been the drag on PSCE over the past two years.   
 

 
 
Within the corporate credit space, we would need to see a 
stronger credit growth in the “investments” and “bills” 
categories.  These categories looks to have reached their 
troughs somewhere in early 2010 and have been very volatile 
in recent months with an upward bias.  “Investments” include 
corporate credit such as debentures, interest bearing 
securities such as corporate bonds, and derivatives.  “Bills” 

                                                 
1
 All according to SARB data. 
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include credit such as bankers acceptances, commercial 
paper, bills, promissory notes and other discounted debts.  
These are the productive debts that will drive a production-
led and not a consumption led recovery and absorb labour as 
entrepreneurs earn profits in the future.   
 
Public sector credit extension (PubSCE) 
 
The Ministry of Finance has stated its intention to run a 
budget deficit of 5.6% of GDP in 2011/12, but to also borrow 
an additional 3.9% of GDP to fund spending of non-financial 
public enterprises such as Eskom and Transnet this year.  This 
means an additional R280 billion worth of public debt will be 
raised this year, resulting in some R23 billion per month that 
will be added to PubSCE. 
 
As a result of countercyclical fiscal policy in 2009/10, PubSCE 
jumped by a not insignificant 47% y/y in middle 2010.  This 
policy was implemented to offset the first contraction in 
annual PSCE growth since April 1966.  
 

 
 
Bear in mind that while government debt and spending are 
positive for GDP in the short-run, over the long-run it requires 
a return to growth and positive earnings by private industry in 
order to create the resources to repay the debt or to give the 
public sector the ability to back off on spending while still 
having positive GDP growth.  Owing to its wastefulness, 
relative to the private sector, and lack of market and profit 
and loss incentives to earn a positive return on public debt 
financed spending, government debt is regarded more a 
consumptive debt than a productive debt. 
 
 

Total domestic credit extension (TDCE) 
 
Assuming the government will stick to its heavy lifting 
borrowing programme of roughly R25 billion per month over 
the next year, PubSCE is seen slowing to a rate of just below 
30% y/y in Q4 2011 and h1 2012.  Under our bullish PSCE 
scenario of an uptick in PSCE later this year to levels of +6% 
y/y by Q4 and +13% y/y in Q1 2012, total debt growth could 

comfortably reach levels of 13-18% by Q4/Q1 2012.  This is 
particularly realistic considering government borrowing to 
invest in infrastructure projects tend to overshoot on the 
topside.  

Mar-10 Sep-10 Mar-11 Sep-11 Mar-12

act act est est est

PSCE  1 994 090     2 066 999  2 107 814  2 200 000  2 375 000 

y/y change -1% 4% 6% 6% 13%

PubSCE     752 975       846 072     944 453  1 082 664  1 220 875 

y/y change 46% 41% 25% 28% 29%

TDCE  2 747 065     2 913 071  3 052 268  3 282 664  3 595 875 

y/y change 8.9% 12.9% 11.1% 12.7% 17.8%

          All figures in millions of Rand

SARB, ETM Analytics

The bullish PSCE scenario (baseline)

 
 
As of the most recent SARB data dated September 2010, total 
domestic credit extension (TDCE) - has grown +12.9% y/y in 
September 2010.  While official government borrowing 
figures will only be released for Q4 2010 sometime in the next 
two months, we estimate that TDCE growth stood at +13.6% 
y/y in Jan 2011.  The following chart shows TDCE growth in 
graphical format all the way back to March 1966.  We are 
seeing a robust rebound at present that may comfortably 
extend above the long-term regression line.   
 

 
 
Drivers of local debt in a global context 
 
The global economic environment supports the view for 
stronger domestic credit growth.  A sugar high recovery in the 
US and the rest of the West that have been driven by QE2 and 
that will ultimately require an extension of QE2 into QE“2.1” 
to avoid a double dip recession, will ensure that substantial 
capital flows into the local economy and other emerging 
markets that are fundamentally sounder and offers better 
growth potential relative to developed economies.   
 
The impact that USD, GBP, EUR, and JPY liquidity flooding the 
markets will mean for local credit creation should not be 
underestimated.  When the Federal Reserve embarked on its 
ultra-accommodative policies after the bursting of the Nasdaq 
bubble in 2001, by slashing the Fed funds rate to 1% by June 
2003 and keeping it there for a full year, the Fed sent liquidity 
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flooding onto world markets that forced EM central banks to 
mop it up into foreign exchange reserves.   
 
This meant that market rates of interest in these intervening 
economies were driven lower than they otherwise would’ve 
been, leading to build-ups of base money and strong 
creation of fresh bank credit into these economies.  The Fed 
therefore played a big part in global credit creation by 
keeping rates on the reserve currency of the world ultra-
accommodative.  
 

 
 
Note the volatility to local PSCE growth that ensued after the 
SARB jacked up rates over the two years from December 2001 
to May 2003 at a time when the Fed was loosening policy.  It 
was not long before the SARB fell back in line after its initial 
escapades into inflation targeting and followed the Fed rate 
cutting cycle with rate cuts all the way to May 2006.   
 
The combination of a low local rate environment plus an 
over-easy Fed and strong foreign inflows gave rise to robust 
local PSCE growth in the region of 20%-25% over the three 
years from April 2005 to August 2008.   What looks to be 
taking place here is that overindebted Western housheholds 
cannot borrow anymore, leading to their central banks 
remaining too easy on policy, and this is forcing EM central 
banks to be easier than they otherwise would’ve been, 
leading to credit creation not in developed economies as 

central banks intend, but rather in underlevered emerging 
economies such as South Africa! 
 
Bottom line 
 

 Personal loans (consumptive debt) to the household 
sector have been a major driver of PSCE growth over 
the past two years.  The focus of this loan book 
growth is to low income earners through banks 
targeting this market in particular, such as Capitec 
and African bank.  

 It is conceivable that the SA household debt to 
disposable income ratio climbs above 100% in the 
coming economic cycle and rises to levels in line with 
developed western economies. 

 The SA corporate sector is still struggling and the 
investment credit and bills components suggest we 
are not yet seeing more aggressive borrowing by 
corporates that will drive the economy with 
productive investments.  

 Corporate credit growth needs to pick up for the 
SARB to tighten policy more aggressively, as the risks 
tightening will pose to a private sector expansion are 
still too large.  The particular categories to keep an 
eye on are “investments” and “bills” that may have 
bottomed in early 2010 and is trending higher at a 
still slow pace. 

 Overall, the private sector credit dynamics give 
perspective as to why the government in its budget 
for 2011/12 has chosen to increase the size of its 
deficit – it is still doing the heavy lifting as the private 
sector refuses to borrow more. 

 The global context supports this argument, as 
continued easy policies by developed central banks 
facilitate credit creation not in their own economies, 
as intended, but rather in developing economies such 
as South Africa. 
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