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Abstract
The  influence  of  interest  rates  on  the  financial  stability  of  the

residential property market is multifaceted, affecting both market

dynamics  and  debtor  behaviour.  Research  indicates  that  rising

interest rates lead to significant instability, necessitating strategic

interventions  to  mitigate  adverse  effects.  The research  explored

interest rates as a critical factor in the influence on the financial

stability of the residential property market in South Africa. Despite

extensive research on the global housing affordability crisis and

interest  rate  impacts,  limited  emphasis  has  been  placed  on  the

South  African  context.  A  systematic  literature  review  used

literature  from Scopus  and  Emerald  databases  to  identify  peer-

reviewed journals, eBooks and conference papers from 2019-2024.

Content analysis of multiple studies revealed that economic factors

like inflation, GDP, and political risks significantly influence the

residential property market in South Africa. The study's findings

indicate that  the relationship between interest  rates and housing

prices has evolved since the 2007 financial crisis, and the unique

monetary  policy  scenario  in  South  Africa  challenges  the

effectiveness  of  interest  rates  in  facilitating  price  stability  and

economic  growth.  The  study  highlights  the  significant  link

between financial stability and interest rates in the South African

residential  property  market,  posing  significant  economic  and

policy  implications.  The  study  offers  crucial  insights  for

policymakers,  homeowners,  and  investors  to  make  informed

decisions  to  mitigate  interest  rate  risks  and  ensure  financial

stability in the housing sector. The study's execution was hindered

by limited public domain and search engine material, and future

research should focus on analysing interest rate risk's impact on

real  estate  pricing  and  market  dynamics  particularly  in  South

Africa.
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1. Introduction

1.1. Background

The residential property market is an imperative sector of the global economic chain. It is essential for the

generation of activity within the global economy as well as the provision of housing (Mishra & Smyth, 2019).

Housing provides a long-term investment and a “consumption good" that  generates considerable utility for

households  (Deghi  et  al.,  2020).  The affordable  housing  market  in  South  Africa  is  vital  to  the  economy,

accounting for 71.4% of all residential properties. Homeownership  is  a  significant  avenue  for  wealth

accumulation, reduces wealth inequality, and improves revenue collection for local governments among low-

income households (Wainer & Zabel,2020; Tita & Opperman, 2021).  Studies show that  transitioning from

renting to owning a home can lead to substantial wealth gains, particularly during stable housing prices. For

instance, low-income households that purchased homes between 1989 and 1999 experienced significant wealth

increases by 2011 compared to those who remained renters. 

The housing sector  plays a significant role in a country’s economy because of the backward and forward

connection in the economic value chain,  and fluctuations and movements in house prices affect consumer

spending and purchasing power.  For example,  increasing house prices and a low-interest-rate environment

boost housing finance and encourage household spending, ultimately improving the economy's performance.

On the other hand, falling house prices tend to yield downward pressures on financial institutions, causing

imbalances in debtors' balance sheets (Tita & Opperman, 2021). The residential property market is a critical

component  of  the  economy,  acting  as  a  major  store  of  wealth  and  influencing  consumer  spending  and

investment (Asadov, Ibrahim & Yildirim, 2023).

Financial instability of the residential property market is a critical issue that influences the broader economy

and the financial system (Drehmann et al., 2012). Fluctuations in house prices can lead to economic instability,

as evidenced by the asymmetric impact of house price returns on economic growth, where negative returns

have a more pronounced effect than positive ones (Asadov et al.,2023). Housing market cycles, characterised

by boom-and-bust phases, can precipitate financial crises (Główka, 2018). Furthermore, speculative activities

and financial system dynamics often exacerbate these cycles, leading to price bubbles and subsequent market

collapses.  Financial stability is stable when no stress, crisis, or excessive volatility exists. It is the smooth

functioning of a relationship among infrastructures, institutions operating within the legal, monetary, and fiscal

framework and financial markets (Gadanecz & Jayaram, 2008). There is a growing interest in understanding the

variables that influence the economic stability of the financial property market (Kwon, 2018). Such variables

that affect the residential property market include interest rates, inflation, tax hikes, and political instability

(Mahadeva, 2021).

The Global Financial Crisis  of  2007-2008,  also  known  as  the  Great  Recession,  resulted  from  a  severe

contraction of liquidity in international financial markets that initially came from the United States of America,

resulting in the collapse of the U.S Housing Market. This collapsed the global monetary system, causing the

failure of large commercial and investment banks, debt mortgage lenders, numerous insurance companies, and

loan and savings associations,  which gave rise to  the Great  Depression 2007–2009 (Duignan,  2023).  This

strengthened the interest in investigating the “Global Housing Affordability Crisis” (GHAC) (Yiu,2021). The

GHAC is the exponential increase in housing prices causing an imbalance in housing affordability, creating a

diminishing  housing  sector  and  discontent  citizens  (Saiz,2023).  A  shortage  of  land,  lending,  labour,  and

materials since the financial crisis of 2008 is the leading cause of the GHAC, resulting in negative shifts in the

Gross Domestic Product (GDP), creating imbalances in economies and financial stability (World Economic



Forum, 2022).

The 2007-08 financial crisis underscored the vulnerability of the global financial system to housing market

instability, particularly through the lens of household debt management and mortgage finance systems (Fuller,

2019). The global housing affordability crisis requires a mix of integrated policies to create more affordable

urban environments (Peverini, 2023). This includes addressing land use, housing supply, and socio-economic

inequalities. The crisis has sparked a broader conversation about the lessons learned from the 2008 financial

crisis, particularly regarding housing market regulation and financial stability. This ongoing dialogue is crucial

for developing policies that prevent future crises and promote sustainable housing markets (Drew, 2018).

House  prices  have  increased  globally  over  the  years  due  to  demand  outstripping  supply.  Rents  are  also

substantially increasing. For example, in Europe, rents across all house types have increased by 14.5% in the

first three months of 2022. In Asia, which houses some of the globe's most expensive and fast-growing housing

markets, renters have been said to spend more than half their salaries on housing costs (World Economic

Forum, 2022). Several studies have been done by policymakers in several countries on the adverse impacts of

housing affordability crises on households and the larger society; however, most have focused on increasing

land and social housing supply or deregulating urban planning restrictions to create more private housing

supply (Yiu, 2023). To a disadvantage, after years and numerous countries' efforts to increase the housing

supply, the GHAC has not yet been resolved but has shown heightened alarming proportions. For instance, a

general deteriorating trend was found in the worldwide housing affordability crisis based on a sample of 200

cities (Yiu, 2023).

The International Monetary Fund (IMF) Researchers found that the price of houses is somewhat synchronised

across several countries worldwide and have found that it is caused by global interest rate shocks (Yiu, 2021).

Housing development is crucial for several economic sectors, especially households, firms, and banks. Housing

investment and consumption contributed to one-sixth of the two biggest economies, the US and Europe. The

study represented one of the highest components of the GDP in both these economies (Drehmann et al., 2012).

Furthermore, the drop in house prices causes a drop in household net worth and thus decreases consumption

since housing makes up a high share of a household's wealth in many countries.  At the same time, taking

cognisance of this, it is essential to note that mortgages and other lending related to housing make up a large

portion of the bank’s assets; therefore, a sudden sharp decrease in house prices can decrease the collateral

pledged by borrowers and in turn create economic, financial instability resulting in a repeat Global Financial

crisis (Deghi et al., 2020).

The  African  residential  property  market  has  undergone  significant  changes  recently,  driven  by  various

economic, social, and policy factors (Kusi-Sarpong et al., 2021). According to Nwuba and Salawu (2017), most

households in Developing countries like Nigeria do not have adequate access to mortgages. The author alluded

that the critical obstacle to homeownership in Nigeria is the lack of housing finance, which is significantly

inadequate in areas where finance exists. Additionally, Nwuba and Salawu (2017) mentioned that because the

paramount issue was the lack of access, they found it pertinent to investigate the barriers to the market. Nwuba

and Salawu (2017) found that increased and hiked interest rates among Nigerian developers are the prominent

constraint to having access to housing finance. Ghana's residential real estate market has shown strong rental and

capital appreciation, with investment returns surpassing inflation rates (Anim-Odame, 2008). Further, this growth is

supported  by  systematic  documentation  of  transactions,  which  aids  in  constructing  robust  market  performance

indicators (Anim-Odame, 2008).

In South Africa, monetary policy shifts have significantly influenced residential property prices. Adopting an



inflation-targeting framework has helped stabilise the market, reducing the likelihood of boom-and-bust cycles

(Mwanyepedza & Mishi, 2023). The Residential Property Market is the most significant contributor to the SA

property market, accounting for approximately 60% of the total property market value (Archer & Minnaar,

2019). One of the critical variables that influence the residential property market in South Africa is interest

rates. Interest rates affect the cost of lending and borrowing, and fluctuations in interest rates significantly

influence housing demand. For instance, in South Africa, Hassen and Roos (2019) found that interest  rate

fluctuations impact housing prices, demand, and the overall market. Similarly, Ajayai, Oloyede and Oluwaleye

(2022) found the former true. A drop in interest rates can create affordability in house prices, which increases

property prices and values. Contrary to this, an increase in interest rates reduces affordability for housing

pricing, leading to a decrease in demand and lower property prices and values (Hassen & Roos, 2019).

Historically, interest rates have significantly influenced the local market in South Africa, particularly in real

estate and private investment sectors. Research indicates that changes in interest rates can lead to substantial

fluctuations in demand and prices within the real estate market, as evidenced by the case study of Sosnowiec,

where reduced interest rates spurred increased demand and investment activity (Popęda, 2022). Furthermore, a

nonlinear analysis of interest rates and private investment in SA reveals that the relationship is asymmetrical;

positive and negative shocks to interest rates affect investment levels differently, complicating macroeconomic

forecasts and policy interventions (Temitope & Wabiga, 2023). Additionally, household debt dynamics are

closely tied to interest rates and house prices, with significant implications for financial stability during high

rates (Marire, 2024). These findings underscore the complex interplay between interest rates and local market

conditions,  highlighting  the  need  for  nuanced  economic  policies  that  consider  these  dynamics  (Kennedy-

Palmer,2019; Swanepoel & Fourie, 2018).

A study by Hagemann and Wohlmann (2019) mentions that the crucial policy rate used by the central banks

affects financing conditions for the private sector; lower interest rates and an expansionary monetary policy

make debt more affordable and motivate people to buy and invest in property. As a result, this sparks an

increase in prices in the housing sector (Hagemann & Wohlmann, 2019). There are two channels through which

interest rate changes can affect movement consumption, namely directly and indirectly (Ncube & Ndou, 2011).

The direct connection suggests that changes in interest rates directly affect consumption. The indirect effects

operate in two stages. Firstly, changes in interest rates will impact housing demand and supply, which will

consequently lead to changes in house prices and the ability of household wealth (Ncube & Ndou, 2011).

Secondly, a decline in household wealth influences household consumption and purchasing/spending power in

the economy,  which relates  to  the  stability  of  the  residential  financial  market.  Therefore,  direct  influence

implies that increases in interest rates influence income or cash flow. Any interest rate increase increases the

burden of mortgage interest payments and, in turn, directly reduces current consumption household disposable

income. Furthermore, this implies that changes in interest rates can, to some extent, in the short term, reduce

current consumption, threatening the after-mortgage payments of household disposable income available for

current spending (Ncube & Ndou, 2011).

Recent South African housing market developments post-COVID-19 reveal significant challenges and shifts.

The pandemic exacerbated existing housing precarity,  particularly for low-income women, highlighting the

inadequacies  of  urban  inclusion  policies  and  the  need  for  gender-sensitive  recovery  strategies (Adebayo,

Ndinda  &  Ndhlovu,  2022).  The  housing  backlog  remains  critical,  with  over  2  million  units  needed,  as

governance issues hinder the effective delivery of low-income housing, leading to community resistance and

inefficiencies in project implementation(Mhlongo, Gumbo & Musonda, 2022). Moreover, housing prices have



shown unexpected increases during the pandemic, influenced by macroeconomic factors such as unemployment

and  household  debt,  indicating  a  shift  in  the  dynamics  of  housing  affordability  (Brijlal  &  Hareb,2023).

Additionally, the construction industry faced delays due to workforce reductions, impacting project timelines

and overall housing supply (Chabalala et al., 2024). Lastly, a trend of 'emigration' emerged, with individuals

relocating from urban centres  to  suburban  areas,  driven  by  remote  work flexibility,  although this  has  not

uniformly accelerated property purchases(Willemse, 2023). Collectively, these factors underline a complex and

evolving housing landscape in South Africa post-COVID-19. The global interest rate changes post-COVID-19

pandemic have shown a negative association with house price changes, indicating that interest rate adjustments

can influence housing affordability (Yiu, 2023). However, relying solely on monetary policy to address housing

affordability issues can distort market dynamics. 

Interest rates are critical for central banks attempting to stabilise housing markets. However, their effectiveness

is  limited.  While  increasing  interest  rates  can  reduce  demand  pressure  on  house  prices,  a  more  nuanced

approach that  adjusts  rates  based on housing market  mispricing can significantly enhance market  stability

(Martin, Schmitt & Westerhoff, 2022). Despite the increasing interest in the GHAC and the influence of interest

rate hikes, there is a link between the residential market, financial stability, and interest rates. However, these

studies  mainly  focus  on  emerging  markets  and  trim on  the  South  African  context.  As  such,  this  type  of

investigation is essential  in  addressing the country’s problems within the housing sector  and the variables

influencing its  shifts.  The study "The Influence of interest rates on the financial stability of the residential

property market in South Africa" has been adopted to highlight this phenomenon.

1.2 Problem Statement

The global financial  crisis, which was sparked by the US housing market crisis, has shown, according to

Hagemann and Wohlmann (2019), that house price bubbles confer financial stability risk and can trigger

severe economic downturns. Nguyen and Bui's (2020) research revealed that the global financial crisis had a

negative impact on the Real Estate Market (REM) in Vietnam in the short and long run. These findings are the

first experimental evidence to be collected in Vietnam, and the results apply to other emerging markets and

countries. The Autoregressive distributed lag (ARDL) can now design suitable policies for a healthy financial

system and a stable real estate market. Regardless of the study to achieve its primary objective, it is still

limited to financial stability from the stock market angle and does not consider the theoretical aspects of the

banking sector or the entire financial system (Nguyen & Bui, 2020).

A study by Njoroge (2021) identifies that the residential property market in Africa is considered a predominant

source  of  capital  appreciation;  the  author  further  emphasises  that  in  Kenya,  the  escalation  of  residential

property prices has sparked concerns about the affordability of residential property prices. Nyoni and Bonga-

Bonga (2019) identified the significant role of monetary policy in modelling the residential property market in

South  Africa.  Their  study  suggested  that  interest  rates  significantly  influence  the  property  market's

performance, emphasising the need to investigate the impact on homebuyers and owners. 

A study by Oloyede and Fapetu (2018) examined the impact of macroeconomic variables, including interest

rates, on the residential property market in South Africa. However, the study only briefly analysed interest

rates' effect on the market and did not dive deeper into that specific focus. Similarly, a study by Mapfumo,

Adelowotan and Mcgill (2023) found a significant negative relationship between interest rates and the South

African equity market, suggesting that higher rates lead to lower share prices; however, it did not focus on the

influence of interest rates on residential property. 

Using  a  vector  error  correction  model,  a  study  by  Lekhuleni  and  Ndlovu (2023)  investigated  the  causal



relationship between South African real house prices and key macroeconomic fundamentals. However, the

study focussed on the significant association between house prices and all variables, with GDP and producer

price index having the most significant impact. Their study suggested that short-term disequilibrium in house

prices self-corrects in the long run.

The residential property market is vital to the South African economy (Nyoni & Bonga-Bonga, 2019). The

influence of the market on the economy is evident within the monetary policy, with a more specific reference

to interest rates and a micro-focus on the residential property market (Nyoni & Bonga-Bonga, 2019). Research

suggests that the world focuses on how the property market affects financial stability in developed countries

without contextualising its effects on emerging markets/ developing countries and its  influence  on  the

residential property market. 

Cloete  and  Roodt's  (2018)  and  Marire's  (2024)  studies  similarly  examined  the  impact  of  interest  rate

fluctuations on the affordability of purchasing houses in South Africa. However, it did not explore how this

affects the financial and economic stability of South Africa.  The authors examined the interplay between

interest rate fluctuation variations and housing affordability in the dynamic economic and social context of

South Africa by analysing historical trends and potential implications. Further, a study by Balcilar et al. (2017)

explored and alluded to the general impact of interest rate changes on the South African housing market but

did not specifically focus on the implications for household contribution to financial stability. In further detail,

a research study by Nguyen and Bui (2020) investigated the relationship between REM and financial stability

in Vietnam. The stock market volatility was used as a measuring tool run.

Numerous studies by Cloete and Roodt (2018),  Oloyede and Fapetu (2018), Marire (2024),  Lekhuleni  and

Ndlovu (2023) and Nyoni and Bonga-Bonga (2019) have investigated the influence of financial stability and

interest rates in the residential market on the economy of South Africa. Their studies suggested that interest

rates significantly influence the property market's performance, emphasising the need to investigate the impact

on homebuyers and owners. They further examined the effect of interest rate fluctuations on the affordability of

purchasing houses in South Africa. However, they did not explore how this affects the financial and economic

stability of South Africa. 

Regardless of the studies to achieve their primary objective, it is still limited to interest rates but places no

emphasis on their influence on financial stability; therefore, investigating this perspective in the context of

South  Africa  may be  a  stimulating proposal  for  future  research.  To conclude,  it  is  identified  that  further

research is necessary to provide a more comprehensive and contextualised analysis of the influence of interest

rates on the financial stability of the residential property market in South Africa. This research paper mainly

focuses on the influence of interest rates on financial stability and the residential property market in South

Africa since the occurrence of the Global Financial Crisis. 

Therefore, the research aims to explore interest rates as a critical factor in the influence on the financial stability

of the residential property market in South Africa as a concept that drives the economy. This research may

assist government policyholders, policymakers, homeowners, and real estate investors in making conducive

decisions and developing measures to mitigate the risks associated with interest rate fluctuations on the market

and promote financial stability.  A lack of  understanding of  the relationship between interest rates and the

residential property market in South Africa can lead to inadequate policy responses and financial instability. 

1.3 Research Objectives

1. To analyse the effect of interest rates on the residential property demand market in South Africa

2. To investigate the influence of financial stability on the residential property market in South Africa



3. To identify the relationship between interest rates and financial stability.

By examining financial  stability  variables and the role of residential  housing in the real  sector,  the study

contributes to research on the role of financial stability in the residential property space.

2. Literature Review

2.1. Global 2008 Financial Crisis

Homeownership has long been linked to several economic, social, and civic advantages, leading nations like

Norway to make homeownership more accessible to low-income households (Aarland & Reid, 2019).

However, it also emphasises the necessity of offering welfare benefits concurrently with access to mortgage

loans to lessen the risks of homeownership for lower-income households. Spain is a noteworthy example of a

country where altering tenure dynamics have been felt particularly strongly, particularly in the aftermath of the

most recent Global Financial Crisis on housing. It has one of the highest homeownership rates in Western

Europe, and until recently, most young adults left their parents' homes to buy a house (Fuster, Arundel &

Susino, 2019). 

Contradictory  research  results  on  the  market  price  and  residential  real  estate  market  performance  were

collected in Kenya. The study's findings indicate that residential real estate market returns rise when interest

rates fall. Additionally, Njoroge (2021) indicated that since most transactions are made using credit, interest

rates represent a further expense for residential real estate investors. The GDP is known for measuring the

strength of both national and global economies (SARB, 2023). Furthermore, the Bank's estimate of 2023 GDP

growth has been revised downward from its initial estimate of 0.3% to 0.2%, and the supply performance of

the  economy  is  nevertheless  seriously  compromised  due  to  considerable  load  shedding  and  logistical

limitations. 

The  lessons  from the  global  financial  crisis  are  particularly  relevant  to  South  Africa's  current  economic

challenges, exacerbated by the COVID-19 pandemic. The GFC highlighted the importance of maintaining

robust capital structures among firms; during the crisis, South African companies experienced a decreased

speed of adjustment towards target leverage, indicating heightened financial constraints (Moyo & Markou,

2022). This suggests that SA firms must prioritise capital buffers to withstand economic shocks. Moreover,

historical responses to crises in SA reveal that state intervention can spur necessary economic reforms. Unlike

previous crises, the GFC prompted the government to enhance regulatory frameworks, which helped prevent

bank failures during that period (Havemann, 2019). However, the ongoing fiscal challenges, including rising

debt and socio-economic inequalities, necessitate a strategic approach to mobilising domestic resources for

sustainable development (OECD, 2022). Thus, integrating lessons from past crises can guide policymakers in

crafting  resilient  economic  strategies  that  address  immediate  and  long-term  challenges  (Qobo,  Soko  &

Ngwenya, 2022; Freytag, 2020). Mandeya and Ho (2021) discovered that inflation harms short- and long-term

growth. Still, inflation uncertainty in SA is a short-term phenomenon with no significance over the long term. 

The South African housing market's  response  to  the  2008 financial  crisis  reveals  a  complex interplay of

economic and social factors. Following the crisis, the reliance on private sector financing led to increased

household debt and a resurgence of housing backlogs, exacerbating existing inequalities and prompting social

resistance, notably through movements like the 'bond boycott' (Bond, 2024). Research indicates that while

market sentiment has a minimal direct impact on housing prices, economic fundamentals such as exchange rate



volatility and inflation significantly influence the market (Kwakye & Chan, 2024). Furthermore, governance

issues  have  been  identified  as  critical  barriers  to  effective  low-income  housing  delivery,  with  a  lack  of

stakeholder participation leading to community resistance (Mhlongo et al., 2022). The need for a critical realist

perspective is emphasised to understand better the structural dynamics affecting housing outcomes, suggesting

that interventions must be context-specific to address the multifaceted challenges in the affordable housing

market (Musvoto & Mooya,2018). Overall, the response to the crisis highlights the necessity for integrated

policy approaches that consider both economic and social dimensions.

2.2. Influence of Interest Rates

The interest rate at which the South African Reserve Bank (SARB) enters into agreements with South African

commercial banks is the primary tool for implementing monetary policy in SA (SARB, 2022). The influence of

interest rates on the housing market can be linked to the financial mechanism and can directly or indirectly

affect house prices (SARB, 2018). Iddrisu and Alagidede (2020) observed that loan and interest rate channels

are active in South Africa. In addition, the lending rate channel increases by 0.29 per cent, decreases investment

by 0.06 per cent and lowers inflation by 0.07 per cent (Iddrisu & Alagidede, 2020). 

South Africa's GDP growth is projected to slow to 0.3% in 2023, with a slight increase to 1% in 2024. This

slowdown is attributed to the ongoing energy crisis, which necessitates additional power generation capacity,

and the impact of higher interest rates and inflation on consumption (OECD, 2023). In 2022, GDP growth was

recorded at  1.7%, with projections of  1.1% for  2023 and 1.6% for 2024. The main drivers of  growth are

expected  to  be  private  consumption  and  investment,  supported  by  social  transfers  and  improving  labour

(OECD,  2023).  The economic  recovery  from the  COVID-19 pandemic  has  been  losing  momentum,  with

growth moderating from 4.9% in 2021 to 2.0% in 2022. This deceleration is due to external factors such as the

war in Ukraine and domestic challenges like severe floods and energy shortages (International Monetary Fund,

2023). The GDP growth increased from 1.5 per cent in 2016 to 2.9 per cent in 2018, while the labour market

remained steady, with the unemployment rate reaching 3.5 per cent. While other countries such as Thailand and

Vietnam  were  able  to  achieve  a  maintained  stable  financial  market  and  economic  growth,  nations  like

Argentina, South Africa, and Turkey suffered greatly from the external shock with an increase in capital flows,

a decline in currency exchange rates, and diminished asset value (Wu, Hu & Pan, 2019).

Source: Economic Outlook 113 database; South African Reserve Bank; and OECD calculations.

The SARB has put several interest rate cuts and significant increases in place to stimulate and attempt to

regulate the economy, which has  positively and negatively impacted the housing market.  For example,  in

January 2021, the SARB cut interest rates by 25 basis points, the first cut since July 2020, which increased

housing demand (Van der Merwe, 2021). However, the contrary is seen in recent news of the highest interest



rate  hike  in  decades  of  11.75% reported  by  SARB in  2023.  These  interest  rate  fluctuations  result  from

regulating inflation, which has created turbulence in financial stability.

Interest rate fluctuations significantly impact the South African residential housing market, influencing housing

prices and household debt dynamics. The interplay between interest rates and housing prices is complex and

shaped by various macroeconomic factors. High interest rates generally lead to increased housing prices in

South Africa, as evidenced by the findings of Habanabakize and Dickason (2022), which indicate that interest

rate changes influence housing prices in both the short and long run. Kolisi and Phiri (2017) highlight a shift in

the relationship between interest rates and housing prices post-2007 financial crisis, suggesting that the South

African Reserve Bank's (SARB) policies have become more responsive to housing price dynamics. Marire's

(2024) research indicates that interest rates and house prices significantly affect household debt, revealing two

regimes: one characterised by low and high house prices and another by high and low policy rates. Ncube and

Ndou (2013) discuss how changes in interest rates can indirectly affect consumption through alterations in

housing demand and household wealth, further complicating the relationship between interest rates and the

housing market. While the prevailing view emphasises the negative impact of high interest rates on housing

affordability and market stability,  some argue that  moderate increases can stabilise the market by curbing

speculative investments. This nuanced perspective suggests that the effects of interest rate fluctuations are not

universally detrimental but can vary based on broader economic conditions.

Recent research highlights significant trends in the influence of interest rates in South Africa,  particularly

regarding household debt, bank risk-taking, and inflation dynamics. A study by Marire (2022) indicates that

interest rates and house prices significantly affect household debt dynamics, revealing a dual regime of "house

price  boom" and "high policy rate  burden" that  influences leveraging behaviours.  Moyo and Phiri  (2022)

further  explore  the  nonlinear  relationship  between  interest  rates  and  bank  risk-taking,  finding  that

contractionary and expansionary monetary policies can increase long-term risk, emphasising the need for the

South African Reserve Bank (SARB) to enhance monitoring mechanisms. Additionally, Mkhosi and Fasanya

(2020) demonstrate that pandemic uncertainties have amplified the positive link between interest and exchange

rates,  affecting  capital  flows and  asset  prices.  Lastly,  Mpofu (2010)  underscores  the  negative relationship

between interest rates and inflation, suggesting that effectively managing these rates is crucial for economic

stability. Collectively, these findings illustrate the complex interplay of interest rates with various economic

factors in South Africa.

The South African Reserve Bank (SARB) utilises interest rates primarily to control inflation, with findings

indicating that lower policy rates can lead to increased inflation and reduced bank profits, particularly in the

context  of  adverse  supply  shocks  from the  COVID-19  pandemic  (Beyers  et  al.,  2024).  Additionally,  the

nonlinear relationship between interest rates and bank risk-taking behaviour reveals that contractionary and

expansionary monetary policies can elevate long-term risks, such as decreased liquidity and increased non-

performing loans (Moyo & Phiri, 2022). Furthermore, the interplay between interest rates and household debt

dynamics  has  been  underscored,  with evidence  suggesting that  house  prices  and  policy  rates  significantly

influence household leveraging (Marire, 2022). These findings suggest that interest rate adjustments by the

SARB  have  complex  implications  for  financial  stability,  necessitating  careful  monitoring  and  policy

formulation to mitigate risks in the banking sector and household debt levels (Moyo & Phiri, 2022 ;  Marire,

2022).

The SARB policies, particularly its interest rate decisions, significantly impact housing affordability in South

Africa. These policies influence household debt dynamics, house prices, and the broader economic environment,



affecting housing affordability. The following sections thoroughly explore these impacts, drawing insights from

the provided research papers. The SARB's interest rate policies have been shown to influence household debt

dynamics significantly. A low policy rate can lead to a 'house price boom,' encouraging household leveraging,

while a high policy rate can suppress house prices and increase the debt burden on households (Marire, 2024). A

cross-country study highlights that those changes in real interest rates, a proxy for monetary policy, have a

negative effect on house price growth rates. This suggests that SARB's interest rate adjustments can directly

impact  housing affordability  by influencing house prices  (Yiu,  2023).  The adoption of  innovative building

technologies  (IBTs)  in  South  Africa  has  been  explored  to  improve  housing  affordability.  However,  the

escalating costs of building materials and these technologies' capital and lifecycle costs pose challenges. Some

IBTs,  like  Moladi  and  Robust  structures,  are  more  affordable  under  certain  low-income  homeownership

programs,  suggesting  that  policy  support  for  these  technologies  could  enhance  affordability  (Kabundu  et

al.,2022). Macroeconomic factors such as GDP, mortgage rates, and household debt significantly affect real

house prices in South Africa. The SARB's monetary policies, which influence these macroeconomic variables,

thus play a crucial role in shaping housing affordability (Lekhuleni & Ndlovu, 2023). Historical reliance on

private sector finance and macroeconomic shifts have led to housing finance crises and social resistance in

South Africa. The SARB's policies and global financial trends have contributed to these crises, highlighting the

complex interplay between monetary policy and housing affordability (Bond, 2024). While SARB's policies are

pivotal in influencing housing affordability, the broader economic context, including global interest rate trends

and local socio-economic conditions, also plays a crucial role. This complexity suggests that while monetary

policy is a significant factor, it is not a standalone solution to housing affordability challenges in South Africa.

The impact of interest rate fluctuations on financial stability in South Africa is critical, particularly given the

country's  unique  economic  challenges,  including  high-income  inequality  and  significant  household  debt.

Research indicates that the South African Reserve Bank (SARB) employs interest rates primarily to control

inflation,  which  can  inadvertently  affect  financial  stability.  For  instance,  lower  policy  rates  may  initially

stimulate economic growth but can lead to reduced bank profits and increased inflation, particularly during

adverse supply shocks like the COVID-19 pandemic (Beyers, Essel‐Mensah & Tsomocos, 2024). Furthermore,

the interaction between macroprudential and monetary policies suggests that these policies may not coordinate

effectively during economic stress, potentially exacerbating financial instability (Nyati, Muzindutsi & Tipoy,

2023). Additionally, the shift towards an inflation-targeting framework has shown mixed results, with evidence

suggesting it may have mitigated extreme fluctuations in residential property prices. Nevertheless, the broader

implications for financial  stability remain under-explored (Mwanyepedza & Mishi,  2023).  Thus, a nuanced

understanding of these dynamics is essential for developing effective macroeconomic policies in South Africa.

2.3. Demand For Real Estate Market

Interest rate fluctuations significantly impact the South African housing market through the SARB policies.

The interplay between interest rates and housing affordability is crucial, as changes in monetary policy can

either  stimulate  or  suppress  housing  demand.  Lower  interest  rates  typically  increase  home purchases  and

investments, fostering a housing boom. Conversely, higher rates discourage buying, leading to a contraction in

the market  (Marire,  2024).  Recent  studies  indicate a  direct  correlation between the SARB's  repo rate  and

household debt dynamics, revealing that lower rates can create a "debt euphoria" where households leverage

more  against  rising  house  prices  (Marire,  2024). The  SARB's  monetary  policies  have  been  criticised  for

exacerbating  housing  unaffordability,  particularly  for  lower-income  households.  The  relationship  between

interest rates and housing prices suggests that rising rates can significantly hinder affordability, as evidenced by

global trends (Yiu,2023). 



Macroeconomic factors, including interest rates, are pivotal in shaping housing prices, directly affecting South

African households' welfare. While the SARB's policies aim to stabilise the economy, they can inadvertently

lead to increased housing unaffordability, highlighting the need for a balanced approach to monetary policy that

considers the housing market's unique dynamics. It has become more challenging for potential homebuyers to

afford a property where the interest rate hikes, leading to increased mortgage rates (SARB, 2018). In addition,

interest rates can also affect housing prices through a supply effect since short-term interest rates increase the

cost of financing house construction as they will reduce the number of houses being built. 

A study was done to identify the key determinants influencing housing demand in Saudi Arabia (Al Obaid,

2020). The findings indicate that housing demand is inelastic regarding price, income, and population growth

rate, and the price elasticity of demand is smaller in absolute terms than that of income and population growth

rate. Furthermore, according to the analysis, the population growth rate, the CPI, and the demand for housing

loans are the three most important variables that affect housing demand in Saudi Arabia. Changes in consumer

demand may impact interest rates; bond prices must alter to pay arbitrageurs for the risk, which is well-known

among central banks and the financial sector (Vayanos & Vila, 2021). The share of mortgage loans to gross

loans in South Africa grew from R 923 billion in 2017 to R 953 billion in 2018, representing a 3.3% increase

(SARB, 2018). The South African mortgaged affordable housing submarket is more of a territorial fix for

domestic  capital  concerning development imperatives than market information of a  new frontier  of  global

finance (Spies-Butcher, 2020). 

Population growth, urbanisation trends, and income distribution significantly influence the demand dynamics

in SA. These elements are interlinked and collectively shape the socio-economic landscape of the country.

South Africa's urban areas, particularly its major cities, are central to understanding these dynamics due to

their  rapid  growth  and  economic  significance.  South  Africa  is  experiencing  rapid  urbanisation,  with

projections indicating that 71% of the population will be urbanised by 2030, increasing to 80% by 2050. This

urban shift is accompanied by a fast-growing population, particularly in cities like Johannesburg, which is

almost  entirely  urbanised  (Angelopulo,  2017;  Chemane,  2022).  Secondary  urban  areas  (SUAs)  are  also

witnessing significant growth, with average growth rates of 2.44% between 1975 and 1990. These areas are

crucial  for  economic development and are influenced by climate,  land use,  and proximity to larger cities

(Zimmer et al., 2020). The stability of the money demand function in SA is affected by various economic

determinants,  including  real  income  and  stock  market  activity.  This  instability  suggests  that  income

distribution and economic factors are critical in shaping demand dynamics (Omar &  Hussein, 2020). 

Urbanisation and industrialisation significantly impact economic activities and income distribution, with rapid

urban  growth  causing  economic  and  environmental  challenges  (Nondo  &  Kahsai,  2020).  The  City  of

Johannesburg  exemplifies  these  challenges,  with  historical  planning  inefficiencies  leading  to  spatial

segregation and inadequate infrastructure (Chemane,  2022).  The Habitat  III:  New Urban Agenda aims to

promote sustainable urban development,  addressing these issues.  Secondary urban areas,  which contribute

significantly to  urbanisation trends and economic development  in  South Africa,  also need comprehensive

policies to address challenges in urban planning and income distribution.

2.4. The Effect of Interest Rates on Homeownership

The correct way to evaluate a household's exposure to changes in actual interest rates is through unhedged

interest  rate  exposures  (UREs)  (Auclert,  2019).  Additionally,  Real  incomes  often  rise  during  monetary

expansions, inflation, and interest rates. The high levels of income inequality make homeownership a crucial

part of wealth creation for lower and low-middle-income households. They are vital to the country’s economic



transformation (Tita & Opperman, 2021). Further, the year-to-year house price growth is 13.9% for the low-

income market segment compared to 4.9% for the luxury housing bracket, and the increase can be attributed to

the fact that there are no transfer fees on properties valued below one million rand. The growth in affordable

housing prices generates wealth and can lessen inequality,  promoting the nation's structural transformation

process (Francis & Webster, 2019). However, in contrast, a drop in the price of housing lowers wealth and

expands inequality. Changes in house prices increase housing price risk and are significant sources of financial

risk  (Property  Barometer  FNB,  2023).  Indicators  of  market  strength  point  to  declining  housing  market

resilience; from 3.5% in 2022, the increase in home prices is predicted to drop this year to roughly 2%. This

reflects the effects of the sudden rise in loan servicing costs, which ought to affect lower-income households

more noticeably.

Interest  rate  changes  in  South  Africa  have  varied  impacts  on  different  income  groups,  primarily  due  to

differences in access to credit and debt levels. Recent studies highlight that higher-income households are more

affected by interest rate hikes due to their greater reliance on credit. At the same time, lower-income groups

face  indirect  effects  through  employment  and  economic  activity.  This  analysis  explores  these  dynamics,

focusing on the differential impacts across income groups and the broader economic implications.

Interest rate fluctuations in South Africa significantly impact wealth inequality and economic sustainability,

affecting  economic  growth,  environmental  sustainability,  and  social  equity  (Kareem et  al.,  2023).  Lower

interest  rates  stimulate  economic  growth  by  encouraging  borrowing  and  investment,  potentially  reducing

inequality if inclusive. However, inequality may worsen if growth primarily benefits the wealthy (Kareem et

al.,  2023).  Economic  growth  in  SA has  been  linked  to  increased  energy  consumption  and  environmental

degradation,  suggesting  that  growth  strategies  must  be  balanced  with  sustainability  goals  to  prevent

exacerbating inequality (Kareem et al., 2023; Bekun, 2024). The relationship between economic growth and

environmental sustainability is critical, as South Africa's reliance on fossil fuels has significant environmental

impacts.  Technological  innovation  and  fiscal  decentralisation  have  been  shown to  improve  environmental

sustainability,  suggesting  that  these  could  mitigate  some  adverse  effects  of  growth  on  the  environment

(Udeagha & Ngepah, 2022).  Education plays a crucial role in addressing wealth inequality,  as educational

disparities contribute to sustained inequality and can be influenced by economic policies, including interest

rates  that  affect  funding  and  investment  in  education  (Knutsson,  2020).  Structural  factors,  historical

inequalities, and institutional quality also play significant roles. Transitioning to a more sustainable economy

requires comprehensive policies integrating economic, environmental, and social dimensions beyond monetary

policy adjustments (Gbejewoh, Keesstra & Blancquaert, 2021; Bekun, 2024).

Research indicates that interest rates have an asymmetric effect on private investment, with different responses

to positive and negative shocks, suggesting that simplistic linear models may misguide policy interventions

(Temitope & Wabiga, 2023). Furthermore, the South African Reserve Bank's (SARB) reliance on interest rates

for inflation control can affect financial stability, particularly during adverse supply shocks like the COVID-19

pandemic (Beyers, Essel‐Mensah & Tsomocos,2024). Additionally, the interplay between interest rates and

housing prices significantly influences household debt dynamics, indicating that mismanagement of interest

rates could exacerbate debt levels and economic vulnerability (Marire, 2024). Lastly, the long-term negative

impact of high interest rates on residential property prices underscores the need for stable monetary policies to

prevent market volatility and promote economic growth (Habanabakize & Dickason, 2022; Mwanyepedza &

Mishi, 2023). Thus, a nuanced understanding of these relationships is crucial for effective economic policy.

2.5. The Effect of Interest Rates on Financial Stability



Financial stability and economic growth depend highly on inflation and the uncertainty of which consumer

price index (CPI) is used as a measuring tool or standard index (SARB, 2023). Interest rates are a crucial policy

tool in inflation targeting for making monetary policy choices (Iddrisu & Alagidede, 2020). In addition, the

banking industry and the financial system are in a crucial position to act as a channel for disseminating

monetary policy impulses to the actual economy. Bank’s net interest margins are lowered, and their capital is

depleted because  of  an unanticipated rise in  the short  rate,  which causes  an increase  in  interest  expenses

compared to interest income; therefore, interest rate risk is seen as being fundamental to the economics of

banking and serves as the foundation for discussions of how monetary policy affects the banking industry

(Drechsler, Savov & Schnabl, 2021). During periods of high interest rates, when the current long-term interest

rate is higher than its 5-year lagged moving average, the evidence indicates the limited effects of monetary

policy on GDP (Alpanda, Granziera & Zubairy, 2021). 

When the economy slumps, some businesses’ net worth at risk decreases to the point where they are no longer

eligible for loans (Akinboade & Makina, 2009). Furthermore, as employment and business investment decline,

so does the demand for net working capital. Understanding how monetary and macroprudential policies affect

the housing market depends on understanding how sensitive housing demand is to mortgage rates and the

amount of accessible leverage (Fuster & Zafar, 2021). Changes in economic-agent expectations of monetary

policy actions can influence the cost of capital and ultimately affect house demand (SARB, 2018). In addition,

Interest rates can also affect housing prices through a supply effect. Since short-term interest rates  increase the

cost  of  financing  house  construction,  they  will  reduce  the number  of  houses being built. The need for

unconventional monetary policy is anticipated to continue high, given the long-term drop in interest rates

(Eggertsson et al., 2019). Due to the recession, central banks have set their policy rates  to  zero and  are

forecasting low future policy rates (Diba & Loisel, 2021).

In South Africa, the interplay between interest rates, inflation, and financial stability is complex and influenced

by economic  and political  factors.  The SARB utilises  interest  rates  to  manage inflation,  with lower  rates

typically leading to increased inflation and reduced bank profits, particularly in the context of adverse supply

shocks  like  those  from  the  COVID-19  pandemic  (Beyers,  Essel‐Mensah  &  Tsomocos,  2024).  Research

indicates an optimal inflation rate for sustainable economic growth is around 6%, with inflation negatively

impacting growth and financial stability (Meyer & Hassan, 2024; Hlongwane & Sheefeni, 2022). Furthermore,

monetary policy significantly shapes inflation expectations across various sectors, affecting wage dynamics and

overall economic stability (Mlangeni & Buthelezi, 2024). Political instability, characterised by corruption and

infrastructure  failures,  exacerbates  these  economic  challenges,  limiting  growth  and  reforming  resources

(Oxford Analytica,  2022).  Thus,  long-term projections suggest  that  South Africa  may struggle  to  achieve

financial stability and sustainable growth amidst fluctuating interest rates and inflation without addressing these

political and economic instabilities.

2.6. Influence of interest rates in the South African Context

The total population of the Republic of South Africa (RSA) is approximately 60.6 million, according to a mid-

year report for 2022. The Gauteng population remains the largest, with 15.1 million people (24 2%), followed

by the Kwa-Zulu Natal (KZN) province. The General Household Survey (GHS), established in 2002, is used to

regularly assess the performance of projects and programs and the level of development in the nation of which

South Africa is a problem (Statistics South Africa, 2023). On the one hand, it is one of the world's most unequal

nations. Despite early success in lowering poverty, rates of poverty and inequality have recently increased in



post-apartheid. The inequality currently is higher than it was at the end of apartheid. Inflation is still high, half

of South Africans continue to live in poverty, and the jobless rate is steadily increasing near 30%. (Francis &

Webster, 2019). The majority of South Africans lack revitalised access to property, which is one of apartheid's

most enduring legacies. The extensive illegal occupancy of inner-city buildings reflects a continuous struggle

for property ownership (Dugard & Ngwenya, 2019). The country is, however, committed to upgrading informal

settlements, and the current minister has urged the private sector to continue partnering with the government to

supply affordable housing in the major metropolitan and secondary cities. (Human Settlement, 2023).

Interest rate changes significantly impact various demographic groups in South Africa, particularly low-income

households and first-time homebuyers, influencing their financial stability. The implications of these effects are

multifaceted,  affecting  borrowing  behaviour,  household  debt,  and  overall  economic  health.  Low-income

households are particularly vulnerable to interest  rate hikes,  which can exacerbate financial  strain and limit

access  to  credit.  Higher  rates  increase borrowing costs,  making it  difficult  for  these  households  to  manage

existing debts (Marire, 2024). The sensitivity of inflation expectations among trade unions indicates that low-

income groups may face wage stagnation during high interest rates, further impacting their financial stability

(Mlangeni & Buthelezi,2024). First-time homebuyers often rely on favourable interest rates to enter the housing

market. Increased rates can deter these buyers, decreasing housing demand and potential property value declines

(Marire, 2024). The relationship between house prices and interest rates suggests that higher rates can lead to a

"high policy rate burden," making homeownership less attainable for first-time buyers (Marire, 2024). Rising

interest rates threaten the overall financial stability of households, as they can lead to increased household debt

and reduced economic activity. This is particularly concerning for low-income households, which may already be

financially constrained (Hlongwane & Sheefeni, 2022; Beyers, Essel‐Mensah & Tsomocos, 2024). A computable

general  equilibrium model  indicates that  while  lower  interest  rates  can stimulate economic  growth,  adverse

shocks (like those from the COVID-19 pandemic) can negate these benefits, highlighting the delicate balance

required in monetary policy (Beyers,  Essel‐Mensah & Tsomocos, 2024).  In contrast,  some argue that  lower

interest rates can disproportionately benefit wealthier households, who are more likely to leverage their existing

assets for further borrowing, thus widening the wealth gap and potentially destabilising the economy in the long

run (Kaplan, Mitman & Violante, 2020).

In summary, interest rates have a role in determining the financial stability of the residential property market in

South  Africa.  The  low  interest  rates  result  in  lower  borrowing  costs;  therefore,  demand  for  residential

properties increases and raises the price of real estate. The higher interest rates can have a preservation effect

on the property market. Elevated interest rates result in higher mortgage rates, making it more expensive for

potential homebuyers to borrow money. This can lead to decreased demand for residential properties, causing

property prices to stabilise or even decline and create a financially unstable environment.

3. Research Methodology

3.1 Research Approach

This study used a systematic literature review approach to identify similarities in different studies that assessed

the impact/influence of interest rates and financial stability on the SA residential property market. According to

Lame (2019), systematic reviews combine scientific evidence to answer a research question transparently. The

study adopted a qualitative approach - non-numerical, descriptive research that applies reasoning and the use

of words.  The aim was to  find things'  meaning,  feeling and description based on historical  data such as

transaction costs (Goundar, 2012). Secondary data sources, namely Scopus and Emerald search engines, were



used. The data spanned ten years (2019 to 2024) to allow a focus on analysing the aftermath of the Global

Financial  Crisis  and the most recent and relevant data for this period.  Literature about South Africa was

gathered to allow for data on an emerging market. Publications in the United States were also included to

allow  for  a  comparison  with  a  developed  country.  The  US  was  also  used  because  both  economies  act

simultaneously; for example, when the US increases interest rates, so does South Africa. The abstracts and full

texts of the materials were screened, and content analysis was used to examine the relevant documents.

3.2 Data Collection

The study utilised Google Scholar, Emerald Insights, and Scopus databases to identify materials for research in

quantitative science studies. Scopus is a top bibliometric source for scientific literature, while Google Scholar

stores journal articles and grey literature. Emerald Insight provides extensive management and organisational

inquiry literature coverage, offering insights into data-driven decision-making in big data applications.  The

keywords relevant to the research topic were “interest rates”, “residential property”, and “financial stability”,

with inclusion criteria focusing on South Africa and the USA, the year 2019-2024, to ensure updated literature.

Exclusion criteria omitted literature in other fields, such as medicine, agriculture, energy, climate psychology,

etc., as they were irrelevant to the study.

Source: Authors Construction

A search of 858 records was conducted, with 670 removed and focused on other fields before screening. Peer-

reviewed journals, eBooks and conference papers were selected, and 112 records were removed. 55 records

were retrieved since they had open access.  After  Title  and abstract  Screening,  11 studies  were included,

excluding non-aligned fields. Applying methodical procedures in the study led to an enhancement in the ability

to reproduce the results, therefore increasing the reliability of the conclusions.

3.3 Data Analysis

Content  analysis  is  a  systematic  method  to  identify  patterns  and  themes  within  qualitative  data,  enabling

researchers to respond effectively to their research objectives (Humble & Mozelius,  2022).  This approach is

particularly useful in analysing large volumes of text to uncover underlying assumptions, stereotypes, and value

judgments. Using various techniques, content analysis provides insights into how language describes social issues,

people, and places. Hence, this analysis was used in this study.

3.4 Reliability

Reliability is a fundamental concept in measurement and testing, referring to the consistency and stability of a

measurement instrument or process (Mukherjee,2019). It is critical to ensure that the results obtained from a

test or measurement are dependable and can be replicated under similar conditions (Siahaan, 2022). Reliability

is not a direct measure but an estimate of the degree to which a test or instrument consistently measures an
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attribute.  Reliability  encompasses  the  uniformity,  steadfastness,  and  replicability  of  measurements  or

observations obtained by a particular research instrument or process. The effectiveness and reproducibility of

content analysis may be assessed by carefully examining the technique, reporting, and transparency (Seuring,

2012). A systematic and verifiable strategy thoroughly examined a specific instance related to the subject under

consideration. In addition, careful efforts were made to select relevant literature for the study. A comprehensive

analysis to provide the data transparently and honestly enhanced the findings'  reliability.  Using systematic

procedures in the inquiry increased the capacity to reproduce the results, improving the findings' reliability.

4. Managerial Implications
Macroeconomic and financial factors significantly influence the residential property market in South Africa.

Interest rates hurt house prices and real estate returns (Kwangware, 2009). Implementing an inflation-targeting

framework  has  successfully  reduced  booms  in  residential  property  prices  (Mwanyepedza  & Mishi,  2023).

Economic growth and mortgage finance positively affect property prices in the long run, while inflation and

exchange rates have negative effects (Mwanyepedza & Mishi, 2023). The interplay between the property and

banking sectors is crucial for financial stability, with rising interest rates posing potential risks (Nakonthab et al.,

2004).  Changes  in  residential  property  prices  are  particularly  interesting  due  to  their  wealth  effects  on

homeowners,  as  housing  represents  a  significant  portion  of  accumulated  wealth  for  many  working  South

Africans (Luüs, 2005). These findings highlight the importance of monitoring and managing various economic

factors to  maintain stability  in  the residential  property market and ensure adequate literature investigations

within the South African Context.

5. Results and Discussion
The reviewed documents revealed similarities regarding the residential property market in South Africa and its

importance  in  the  economy,  highlighting its  vulnerability  to  interest  rates  and its  contribution to  financial

stability in the country. The studies suggest and allude to the fact that various factors, including interest rates,

political instability, and inflation, factually influence the stability of the residential property market financially

in  South  Africa.  Interest  rates  play  a  crucial  role  in  modelling  the  housing  market;  constant  fluctuations

significantly  influence  housing  prices,  demand,  and  affordability.  This  results  in  financial  instability  and

volatility within the sector and the economy.

Table 1: Summary of findings on sustainable finance mechanisms
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Source: Authors Construction

Marope and Phiri (2022) aimed to determine whether load-shedding affects the housing market and found that

it  only affects housing prices in the short run due to demand-side factors such as a decrease in consumer

confidence and lower disposable income however, over the long supply side factors take over the increase in

the value of properties. Their findings show that other macroeconomic factors, such as disposable income and

long-run interest rates, are more important for the residential property market value. At the same time, inflation

affects the growth of housing prices. They, therefore, concluded that the housing market is more resilient to

load-shedding over the long run, and other macroeconomic and monetary factors such as economic growth,

interest rates, and inflation are more influential.

On the other hand, Tita and Opperman (2021), in their study, examined the connection between affordable

house prices and household per capita income while controlling the effects of mortgage interest rates. They

used a nonlinear autoregressive distributed lag model that allowed them to possibly determine the asymmetric

effects in  both  the  long  and  short  run.  The  results  revealed  the  existence  of  an  asymmetric  response  of

affordable house prices to a shock in household income per capita, with a negative income shock displaying

higher effects on affordable house prices relative to a positive shock. In addition, the CPI, the index of the

number  of  building  plans  passed,  and  mortgage  interest  rates  equally  showed  an  asymmetric  long-run

relationship with affordable house prices. However, only mortgage interest rates had a statistically significant

short-run asymmetric relationship as well as either a negative (in the case of higher interest rates) or a positive

influence (in the case of

lower interest rates). Both these authors used different methodologies to draw their conclusions. However, they

got to a similar finding, which alludes to the fact that the main factor influencing housing in South Africa is

directly attributed to the shifts in interest rates.

Fabozzi, Shiller and Tunaru (2020) underwent a 30-year perspective on property derivatives investigation to

determine how to manage property price risk. Their study suggests that shifts in the price of property can create

significant risks for those who own real estate assets and financial institutions and macroeconomic stability.

The authors in the study make use of the GFC as a backdrop to set a scene; they alluded that the GFC is the

perfect example of what happens when there is an economic shock, like house prices sharply declining and its

echo to the financial system as a primary driver to a recession. Further, the authors mention that financial crises

have shown a relationship to house-price risk because exuberant and irrational times are often coupled with

property booms and bubbles. House price growth is related to financial stability. 

Lee, Tidwell and Jin (2021) examined whether the fluctuation of house prices affects the stability of financial

institutions in emerging markets. The study’s findings indicated that the deviation of prices  in the housing

sector from fundamental equilibrium is factually and statistically critical for bank stability measures and is

predominant  in  Organisation  for  Economic Co-operation  and  Development  (OECD)  countries  over more

extended periods than emerging Asian countries. Further, the results also implied that  the growth of loans

represents a crucial factor in determining financial stability. 

Leclaire (2023) hypothesises whether household debt matters to financial stability; the author analyses the role



of  household debt  in  the  economy's  growth.  Leclaire  (2023)  agreed  with Tita  and  Opperman (2021) that

household debt matters to financial stability. The authors alluded to the fact that each household's income levels

and debt influence the consumption levels of households, the mortgage rate of return, the rate of return on the

production of goods and services, and the overall well-being of households in an economy. 

Since the middle of the 1980s, homeownership has increased in urban South Africa, primarily due to the

restoration  of  property  and  homeownership  rights.  The capital  subsidy  program has  assisted  almost  three

million  low-income households while transferring  ownership  to  approximately 500,000 rental households.

Black households also had access to mortgage financing since the 2008 global financial crisis (Marais and

Cloete, 2015).

Marais and Cloete (2015) examined the risks connected to this desire using a policy assessment and the panel

National Income Dynamics Study by looking at who has moved into homeownership and who has left it, along

with their motivations. They concluded that low-income black respondents had been more inclined in the initial

phase of 2008 (due to higher interest rates) to either redeem their mortgages or move out of homeownership

into renting housing. However, because the global financial crisis brought about a recession in South Africa in

2009 and resulted in job losses, the adverse effects were felt regardless of population or income. In South

Africa, the government has only partially succeeded in reducing housing inequality through encouraging black

home ownership and mortgage financing. Marais and Cloete (2015) investigated South Africa’s housing policy

for mortgage finance and homeownership over 30 years and above (1985-2015). The results show that the

provision of mortgage financing to the lower end of the market has advanced significantly. However, initial

progress has been delayed by interest rate instability and the 2009 economic recession, which followed the

global financial crisis. Even while more recent findings indicate a strong housing market in once-black

townships, fewer low-income households obtain small mortgages. The two documents reviewed indicate that

high interest rates greatly influence affordability and ownership, especially in black communities in urban areas

of South Africa since 2009. It can be concluded that all authors have several commonalities that allude to the

direct relationship between financial stability, interest rates, and financial stability.

Interest rates have a significant impact on residential property prices in South Africa. The study by Mwanyapedza

and Mishi (2023) highlights that interest rates and the inflation-targeting framework negatively affect residential

property prices. This is because higher interest rates increase the cost of borrowing, which can dampen demand

for housing and thus lower prices. Inflation and exchange rates also play crucial roles. Mwanyapedza and Mishi's

(2023) study indicates that inflation and exchange rates negatively affect housing prices in the long run, as they

can erode purchasing power and increase the cost of imported building materials, respectively.

Marire's(2024) research further supports this by showing that interest rates, as part of the central bank's policy

rate, significantly influence household debt dynamics, affecting housing prices. The study identifies a regime

where  low policy  rates  coincide  with  a  house  price  boom, indicating that  lower  interest  rates  can  stimulate

housing demand and increase prices. Economic growth, as measured by GDP, is another critical factor influencing

housing prices. Lekhuleni and Ndlovu (2023) found that GDP significantly impacts real house prices in both the

short and long run, suggesting that economic expansion boosts housing demand and prices.

The study by Brijlal and Hareb (2023) highlights that traditional determinants like unemployment and household 

debt-to-income ratios have shifted in their influence on housing prices, especially during the Covid-19 pandemic, 

which saw an unexpected increase in housing prices despite economic downturns. Obalade et al. (2021) found that



small and medium housing indices tend to stay longer in a bear regime, while large housing indices remain in a 

bull regime. This suggests that macroeconomic factors like interest rates and GDP affect housing segments 

differently, with larger homes potentially more resilient to economic fluctuations.

The broader  economic  context,  including mining activities  and exchange rate  volatility,  also affects  housing

prices. Akinsomi et al. found that mining activities can increase housing prices in mining towns, with spillover

effects  to  non-mining  areas.  Dagume's  study  on  exchange  rate  volatility  further  underscores  its  impact  on

macroeconomic  variables,  including  interest  rates,  which  indirectly  affect  housing  prices.  While  the  studies

provide a comprehensive view of how macroeconomic variables impact the residential  property market,  it  is

essential to consider these relationships' dynamic and sometimes unpredictable nature. Political stability, global

economic conditions, and unexpected pandemics can alter these dynamics, necessitating continuous monitoring

and adaptive policy measures to stabilise the housing market.

6. Conclusion, Limitations and Future Recommendations
The study found that the financial stability of the residential property market in South Africa and the world is

factually influenced by various factors, including interest rates, political instability, and inflation. Interest rates

play a crucial role in modelling the housing market; constant fluctuations significantly influence housing prices,

demand, and affordability. This results in financial instability and volatility within the sector. As such, it is vital

for policymakers to carefully consider the effects of interest rates in the residential sector and its effects on

financial stability when implementing the monetary policy; in addition, homeowners also need to be aware of

the potential effects of interest rate fluctuations on the value of their properties.

This research was vastly limited by the paucity of information within public domains and search engines; more

recent information was scarce, which limited our study's conducting. Emphasis was placed more on Western

countries and developed and emerging markets than on emerging markets like South Africa. This made it

challenging to put the micro-scope solely on South Africa without the spillover of other countries' information;

however, considering this, we have used the spillover to fine-tune our findings and place an expectation of what

the economy of South Africa and its residential market can expect to experience in its cycle. As such, the above

can pose an opportunity for future research to delve deeper into the residential property market in emerging

markets in Africa.

Therefore, the following recommendations are suggested:

Consolidated Financial Stability Evaluations: Regulatory institutions, including the South African Reserve

Bank, should consider  conducting  periodic  consolidated  evaluations  investigating  the  potential  effects  of

interest rate shocks on the housing market and overall financial stability. These evaluations can guide policy

decisions that maintain economic growth with risk management.

Studies that focus on Long-Term Effects:  Future studies should focus on assessing and investigating the

effects of interest rate fluctuations from a long-term point of view on the residential property market, including

how  these  fluctuations  influence  household  wealth,  inequality,  and  overall  economic  and  financial

sustainability.



Collaboration  between  different  sectors:  Government  institutions,  financial  agencies,  and  industry

stakeholders should collaborate to develop solutions that address the risks and benefits associated with interest

rate  shocks.  Collaboration can strengthen the housing market's  resilience to economic inconsistencies and

shocks.

The research emphasises the importance of the residential property market in the global economy, its multiple

roles as an investment and consumption good, and the crucial link between financial stability and the property

market using the Global Financial Crisis of 2008 as a backdrop. The importance of the study is placed in its

contribution to unpacking and understanding how interest rate shocks influence housing demand, supply, and

pricing  dynamics  and,  ultimately,  the  broader  economy.  The  research  has  provided  valuable  insights  for

policymakers in government institutions, industry stakeholders, homeowners, and investors to aid in informed

decision-making to  mitigate  risks  associated with interest  rate  fluctuations.  The study shows that  the South

African housing sector's affordability and contribution to the economy are very important; understanding the

convoluted  links  between  interest  rates  and  financial  stability  becomes  critical  for  maintaining  sustainable

economic growth. Future research should focus on analysing interest rate risk's impact on real estate pricing and

market  dynamics  and  develop  comprehensive  strategies  incorporating  these  elements  to  enhance  housing

affordability.
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