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Banks are still nursing the self-inflicted wounds 
caused by the credit boom that preceded the 2008 
financial crisis, a time of easy credit when 
mortgages as high as 110% of a home’s purchase 
price were the norm. Yet, ever since the credit 
bubble burst leaving many a local bank with a 
mortgage book littered with loans that now exceed 
the value of their underlying properties, banks have 
significantly tightened their lending requirements. 
 
 
 
 
 
 
 
 
 
 
 
The upshot is that it’s now exceeding difficult to get 
any of South Africa’s “Big Four” lenders – Standard 
Bank, Nedbank, Absa, and FNB – to grant you a home 
loan unless you have a sizeable cash deposit, 
typically required to be at least 10% of the purchase 
price. 
 
While that’s understandable given the way banks 
were hurt in the aftermath of financial crisis, what’s 
alarming is that many SA’s banks seem to be using 
their tighter lending criteria to deliberately extract 
higher interest payments from prospective home- 
loan clients. Even more worrying is that several of 
the banks seem to have conjured up schemes that 
appear purposefully designed to help grow their 
lucrative unsecured lending books. 
 
An investigation of the big four banks by Finweek 
uncovered that the scheme works something like 
this: 
A bank typically grants a client a mortgage of say 85% 
to 90% of a home’s value, leaving the client to come 
up with the remainder as a deposit. While clients 
may have scraped together enough savings to put 
down the required 10% to 15% deposit, many are 
then left with the sufficient funds to cover the oblige-
tory transfer costs, bond registrations and attorney’ 
fees. 
 
What’s truly galling about the practice is that it 
makes an absolute mockery of the argument the 
banks are granting 90% mortgages and demanding 
the rest as a deposit in order to reduce their credit 
risk. That’s especially true when one considers that 
the interest rate charged on short term unsecured 
loans are far higher than those charged on 
mortgages. 
 

While the interest rates on personal loans for 
clients deemed low risk or creditworthy are 
typically charged at “prime plus seven percentage 
points” (9% + 7% = 16%), the National Credit Act 
(NCA) allows for interest rates on these loans to be 
as high as 32.1%. 
 
It stands to reason that banks granting these short 
term loans to cover transfer costs and attorney’s 
fees are effectively hurting the ability of their 
clients to repay their 90% mortgages, which flies 
totally in the face of the concept that banks are 
attempting to lower credit risk by granting home 
loans below the agreed purchase price. 
 
This is also despite the fact that banks now typically 
grant mortgages at interest rates above the prime 
lending rate to cover supposed higher lending risk 
in post – crisis world. 
 
Although banks often blame their tighter conditions 
on the heavy impairments they suffered after the 
2008 financial crisis as well as tighter regulatory 
requirements instituted by the National Credit Act, 
unsecured lending criteria have actually been 
softened since the NCA came into effect. Prior to 
the NCA, unsecured personal loans were capped at 
R10 000 with a maximum repayment period of 36 
months, or three years. However, the NCA allows 
for unsecured personal loans as much as R150 000 
with repayment periods as long as seven years. 
 
 
 
 
 
 
 
 
 
 
 
 
 
But not all banks are content with the unsecured 
nature of short term person al loans used to cover 
bond transfer costs and the like. Some are using a 
more sinister strategy that involves the granting of 
so-called pension-back loans to cover mortgage-
related expenses. Thanks to an almost 60-year-old 
section of the Pension Funds Act (Section 19(5) of 
the Pension Funds Act No 24 of 1956, banks are 
permitted to persuade clients to use their pension 
funds as collateral for housing purposes- a shocking 
state of affairs given that its estimated by 10X 
Investments that 94% of South Africans will have 
inadequate financial resources when they retire. 

 
 
 
 
 
 
 
 
 
 
 
While the use of pension-backed loans is 
typically used by clients as collateral for the 
purchase of an actual home or doing 
improvements on an existing property. Finweek 
can confirm that certain banks actively promote 
pension-backed loans to prospective home-loans 
to prospective home-loan applicants as a means 
of covering their bond transfer and registration 
costs as well as attorney’s fees. 
 
All clients have to do is request a certificate of 
consent from the pension funds allowing them to 
use their retirement savings as collateral for the 
loan. 
 
Repayments are then deducted from a client’s 
monthly salary by their pension funds and repaid 
directly to banks. When a bank consultant at 
Absa was asked whether this was ethical, she 
replied: “How else do we get our money back if 
you default, or if you die?” So much for the 
obligatory life insurance products banks force 
you to take out when granting you a home loan. 
 
Why then extend 90% mortgage loans under the 
guise of wanting to reduce credit risk, but then 
grant the same customer a short term personal 
loan to cover mortgage related expenses when 
the probability of default on the personal loan is 
higher?  
 
The answer is that profits on personal loans are 
higher than those on mortgages. For example, 
Absa’s headline earnings from home loans was 
R516m in the last financial year (12.3% of 
headline earnings), compared with R720m from 
personal loans (17.2%). 
 
It makes one think exactly how do banks 
interpret responsible lending. 

 
 

 

      SUSAN MERCER AND ASSOCIATES 

 

 

 

mailto:admin@wealthcoaching.co.za

