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HHOOWW  TTOO  BBOORRRROOWW  MMOONNEEYY  RREESSPPOONNSSIIBBLLYY�

http://www.persfin.co.za/index.php?fArticleId=4419101&fSectionId=3620&fSetId=300 

 
 
When you borrow money, you need to understand the difference between incurring necessary debt 
and unnecessary debt. 
 
Necessary debt is incurred when you borrow money to purchase an essential item, such as a 
home or car, which you are unlikely to be able to buy outright with your cash savings alone. 
 
Unnecessary debt is usually taken on to finance something that you do not really need or that you 
should be able to pay for in cash if you had budgeted properly.  
 
An example of this would be using the budget facility on your credit card to make an impulsive 
purchase or to pay for food. You must differentiate between your needs and your wants before 
deciding whether to take on debt and you must make sure that you are not living beyond your 
means.  
 
Living beyond your means could involve buying clothes at expensive boutiques when you should 
be shopping at discount stores, or buying a BMW when you could have a Toyota. 
 
Ideally, your budget (see "How to … draw up a personal budget", published in Personal Finance on 
January 19, 2008) should include a savings component so that you can save up cash for your 
purchases. However, it might not always be possible to do this, so at some point you will need to 
borrow money.  
 
Draw up a Budget 
 
Before you decide to borrow money, you need to examine your budget to determine if you can 
afford to take on new debt.  
 
Work out how much money you need to borrow and what the repayments will be and then work out 
if you can afford to meet those repayments every month. 
 
The National Credit Act (NCA), which came into force last June, governs lending and borrowing 
practices in South Africa.  
 
According to the NCA, credit providers are now obliged to perform credit checks before they lend 
you money. This means that a credit provider, such as your bank, has to examine your income and 
expenses to determine if you are able to meet the loan repayments. You will not be granted a loan 
if your budget cannot accommodate the repayments. 
 
As a responsible borrower, you should be honest with your credit provider about your budget. Bear 
in mind that the credit provider will check with the credit bureaus to see if you have any other debts 
and how much money you owe. The credit bureaus could have you listed as a responsible 
borrower, a poor credit risk or even as a slow payer.  
A golden rule of responsible borrowing is to borrow money only when you need to and when you 
are certain you can afford to repay the loan and still meet your necessary living expenses at the 
same time.  
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Peter Setou, the senior manager of education and strategy at the National Credit Regulator (NCR), 
says failure to budget means that consumers often find themselves with no option other than to 
apply for credit.  
 
"This may result in taking loans irresponsibly, which leads to over-indebtedness," Setou says.  
 
Irresponsible borrowing includes borrowing without planning how you will repay the loan, borrowing 
from unscrupulous credit providers and signing loan contracts that you do not understand.  
 
You should avoid borrowing from one credit provider to pay another as this can easily lead to a 
debt trap and over-indebtedness, Setou says.  
 
When you look at your budget, you should also consider the ratio of the repayment to your total 
income.  
 
For example, prior to the NCA, the bank's rule of thumb when granting home loans was that the 
monthly repayment should not be more than 30 percent of your gross income.  
 
Remember that the rate of interest you are charged could increase over the term of the loan.  
 
For example, when taking out a mortgage bond with a variable rate, your budget should be able to 
withstand a number of increases in your repayments should there be interest rate hikes.  
 
Interest rates have risen nine times since June 2006 and the prime interest rate is now 15 percent. 
In 1984, there were 10 successive hikes before interest rates peaked at 25 percent.  
 
When you take on debt, you should make sure you have insurance cover in case you are unable to 
repay the debt later due to retrenchment, disability or death. Credit life assurance will settle the 
outstanding amount on your debt if you die before you have paid off the debt. 

Credit Types 

There are different types of credit available to you. You could opt for short-term debt, such as an 
overdraft facility, or medium-term debt, which is repaid over one year to five years, or long-term 
debt, which is repaid over five to 30 years.  

You should use a credit facility that is appropriate to the type of purchase you are making. The 
interest rate on short-term debt, such as credit cards, is higher than that of long-term debt, such as 
your home loan. For example, you would not use your credit card, which has a high interest rate, to 
finance the purchase of a car.  

Some banks give you the option of consolidating your credit card debt in your home loan.  

The advantage of this is that the interest you pay on your home loan (which could be as low as two 
percentage points below prime) is far lower than the interest you pay on your credit card, which 
could be as much as 23 percent. Currently, prime is 15 percent, so the interest on a home loan 
could be two percentage points below that at 13 percent. 

However, consolidating your debt only works in your favour if you pay off your credit card debt over 
the same period as you would have paid it off had you not decided to consolidate your debt.  

If you pay off your credit card debt over the 20-year repayment period of your home loan, you will 
pay more interest in the long term, even at the lower interest rate.  
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Registered Credit Provider 

Use a registered credit provider so that you have recourse under the NCA if there is a problem 
down the line. Your loan agreement will not be covered by the Act if you borrow money from a 
relative or if you are a member of a stokvel and borrow money from the stokvel.  

If you use a registered credit provider and the credit agreement is declared unlawful by a court, the 
credit provider cannot sue you for any money owing to it under that agreement. The NCA states 
that the credit provider must refund you all monies paid, together with interest at the rate quoted in 
the unlawful agreement.  

If at any stage you find you are no longer able to meet the repayments on your debt, you should 
immediately contact your creditor to make new arrangements for repayment. Creditors are likely to 
be more understanding if you contact them before they contact you regarding missed payments. 

Useful Tips to Remember 

Some of the key points you should keep in mind when borrowing, are:  

� Draw up a budget with your income and expenses to determine if you can afford the 
repayments and still pay your monthly living costs;  

� Make sure there is room in your budget to accommodate the possibility of increased 
repayments;  

� Use a registered credit provider so that you are protected by the National Credit Act;  
� Don't over-commit yourself. Only borrow as much as you need to and no more than that;  
� Talk to your credit provider if you encounter problems in meeting your repayments;  
� Avoid borrowing from one creditor to pay another as this can lead to a vicious cycle of over-

indebtedness; and 
� A good guideline for a credit account is to limit the total you spend to a figure that you can 

pay off in a lump sum if you have to.’ 
 
 
Contact 
The National Credit Regulator is Gabriel Davel. 
Sharecall: 0860 627 627 
email: info@ncr.org.za 
Website: www.ncr.org.za 
 
 

 


