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Household debt and consumption spending in South Africa:  

an ARDL-bounds testing approach 

Abstract 

While countries in the developed world have experienced a drop in household consumption post the global financial 
crisis, South Africa’s household debt has been growing rapidly as credit uptake continues to be on the increase. At the 
same time, increasing borrowing to finance consumption is seen as a stimulating factor for the economy. However, 
there is concern that high levels of debt may curtail spending in the future and hence in the long-run slow down eco-
nomic growth. Using the ARDL-bounds testing procedure, the study examines the relationship between household debt 
and consumption spending in South Africa for the period of 1986-2013 in order to capture the short-run and long-run 
dynamics. The empirical results show that there is a significant deterministic relationship between household debt and 
disposable income, net wealth and inflation. No significant short-run relationship exists between debt and the interest 
rate variable. There is further evidence of the existence of a long-run relationship between household debt and disposa-
ble income, interest rate and inflation. The implication of the study is that the low interest rates during the period 
(2004-2011) and a general increase in household income have supported household consumption expenditure in South 
Africa thereby sustaining high household indebtedness. 

Keywords: credit consumption, household debt, disposable income, ARDL-bounds testing approach, South Africa. 
JEL Classification: D12, E21. 
 

Introduction  

Household debt has grown considerably in both 
developed and emerging economies in the last two 
decades. This has sustained consumption growth 
and consequently contributed to the decline in 
household savings (Barba and Pivetti, 2009). While 
the developed countries have experienced a drop in 
household consumption post the global financial 
crisis (Žnuderl, O’Toole and O’Connell, 2012), 
South Africa’s household debt has been growing 
rapidly as credit uptake continues to be on the in-
crease. According to the National Credit Regulator 
(NCR) (2012), consumer lending in the form of 
unsecured loans and credit card advances has in-
creased in recent years fuelling the growth of 
household debt in South Africa. Furthermore, the 
substantial decline in interest rates since 2001 has 
reduced interest payments on mortgage loans which 
account for the bulk of the household debt-service 
payments in South Africa (Marcus, 2012). 

The aggregate household debt in South Africa has 
continued to increase over the past two decades 
especially among the rising black middle class 
(Cronje and Roux, 2010). This is affirmed by the 
governor of the Central Bank of South Africa 
(SARB), who expressed growing concern regarding 
the unwarranted levels of household debt in relation 
to the disposable income ratio (Marcus, 2012). As 
such, the process of credit provision has been under 
the spotlight for some time. The Central Bank has 
therefore cut the repurchase (repo) rate following 
what was termed “an accommodative monetary 
policy stance”. The policy approach taken by the 
Central Bank was explained as being a means of 
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assisting in the reduction of debt rather than being a 
process to initiate further consumer spending (Hoo-
sain, 2012). Households use credit to fund purchas-
es of durable consumer goods and services, and 
they use it to bridge temporary drops in income, for 
instance over the business cycle. 

In many countries, consumption accounts for more 
than half of gross domestic product (GDP) (Ger-
lach-Kirsten, 2013). Consumption directly affects 
households’ living standards and thus is an impor-
tant measure of wealth (O’Toole, O’Connell and 
Gerlach-Kirsten, 2013). The socio-economic base 
of credit usage has expanded tremendously over the 
last decade. According to Krugman (2007), this 
recent increase in the use of credit has occurred in 
tandem with the increase in income inequality. Dif-
ferent types of credit with varying characteristics 
have become available and, as such, lower and mid-
dle-class households have increasingly turned to 
these financing tools to enjoy consumption oppor-
tunities that would not have been available other-
wise (Krugman, 2007). Thus generally there has 
been an increase in the number of credit facilities 
used in South Africa (NCR, 2012). These facilities 
include mortgages, collateralized credit such as 
vehicle finance and unsecured forms of debt such as 
credit cards, bank overdrafts, store cards and unse-
cured loans. It is interesting to also note that unse-
cured lending has seen some of the most spectacular 
growth rates since the implementation of the Na-
tional Credit Act (NCA) with loans growing by 
more than 53% between 2010 and 2011 (NCR, 
2012). Unsecured credit transactions include all trans-
actions in respect of which the borrower does not have 
any security. Unsecured borrowing has risen faster 
than household disposable income, raising concerns 
among policy makers. As a result, household spend-
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ing has outstripped domestic income, the difference 
being funded by bank credit (NCR, 2012). 

Increasing borrowing to finance consumption is 
seen as a stimulating factor for the economy (Rajan 
and Zingales, 2003). However there is concern that 
high levels of debt may curtail spending in the fu-
ture and hence, slow down economic growth in the 
long run. A high debt level therefore implies a high-
er debt service burden and restricts the ability of 
households to gain access to additional external 
funds. A high level of debt raises the households’ 
vulnerability, reducing their ability to adjust to un-
expected shock to their income, their assets or inter-
est rates (Martinez-Carrascal and del Rio, 2004). 

There is not much academic evidence on the impact 
of a relatively high level of indebtedness on credit 
consumption in South Africa. Given that household 
consumption expenditure accounts for almost 60% 
of GDP in South Africa, it is important to under-
stand the drivers for household indebtedness. Un-
derstanding these drivers of credit consumption has 
policy implications at both micro and macro-levels. 
At the micro level the determinants of credit con-
straints help shed light on the credit granting 
process. 

This paper contributes to the existing body of litera-
ture by focusing on the nexus between household 
debt and credit consumption at aggregate level. 
Using the Autoregressive Distributed Lag (ARDL)-
Bounds test approach, the study seeks to establish 
the relationship between household debt and credit 
consumption in South Africa during the period 
1986-2013, as well as investigating whether the 
variables under study are cointegrated in the long-
run. The results indicated that there is a long-run 
relationship between household debt and disposable 
income, interest rate and inflation. 

The rest of the paper proceeds as follows: Section 1 
presents the review of literature; Section 2 discusses 
the empirical literature review; Section 3 presents the 
results; and the final Section concludes the study. 

1. Literature review 

This section reviews the empirical work on the rela-
tionship between household debt and consumption 
spending. 

1.1. Theoretical framework. As is the case in 
many economies, credit consumption may be placed 
as the epicentre of aggregate demand and therefore 
might play an important role in the art of economic 
analysis. According to Saad (2011), modern con-
sumption revolves around three models, namely: 
Keynes’ (1936) absolute income hypothesis, Mod-
igliani’s (1975) life cycle hypothesis, and Fried-
man’s (1957) permanent income hypothesis (PIH). 

Keynesian theory maintains that current household 
consumption patterns are a function of the current 
disposable income in a household. However, the 
theory has been criticized on the grounds that it 
relates to the use of current as opposed to future 
potential income. As such, consumption is based on 
the “fundamental psychological law” which states 
that on average people are likely to increase their 
consumption as income increases. Nevertheless, 
Keynes (1936) postulates that consumption patterns 
at the time were based on current income. However, 
today household consumption is believed to be de-
pendent on future income. The central idea con-
veyed by these models is that households make their 
consumption choices on the basis of their wealth, 
current disposable income and future income expec-
tations so as to guarantee a uniform level of con-
sumption over their lifetime. 

Modigliani’s life cycle hypothesis (LCH) states that 
consumption by a rational consumer depends on 
available resources in conjunction with the allocation 
of income over a longer period of time (Modigliani, 
1975). According to Dwivedi (2010), this enhances 
the principle of maximisation of utility. According to 
Saad (2011), Modigliani’s contribution to life cycle 
income hypothesis revolves around the fact that con-
sumption is dependent on current income and net 
wealth. Modigliani asserts that households consider 
their entire life span when making decisions on how 
to spend (Saad, 2011). It is argued that consumption 
is dependent on the position of the individual in the 
life cycle with the aim of the smoothening consump-
tion over a life time in which income fluctuates sub-
stantially depending on age. The ability to do so rests 
on the premise that consumers do not face credit 
constraints. In practice consumers may not be able to 
borrow against expected future income because their 
ability to borrow may be constrained by their ability 
to post collateral (Lai & Lam, 2002). 

Friedman (1957) developed the permanent income 
hypothesis (PIH) and is supported by Duesenberry 
(1948). The theory purports that the level of con-
sumption is dependent upon the income received, 
but clarifies that this would be in relation to house-
holds with which it identified itself with. Duesen-
berry (1948) further postulates that consumption in 
relation to income earning could be categorised as 
“sticky downwards” since households tend to adjust 
their spending patterns upwards when income in-
creases but are reluctant to do so when the contrary 
happens. The author refers to this as the “ratchet 
effect”. Furthermore, there are transitory purchases 
made by households which do not require imme-
diate consumption, yet are attractive for various 
reasons such as discounted prices (Thornley, 2008). 
Purchases made from transitory cash include bonus-
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es or winnings from lottery tickets or gambling. 
According to Saad (2011) Friedman’s (1957) PIH 
manifests itself in a combination of both permanent 
income hypothesis as well as transitory income. 

Interest rates tend to reduce aggregate consumption 
because of the wealth declines associated with the 
heavier discounting of future income (Bayar and 
McMorrow, 1999). An increase in interest rates 
gives rise to rising inflation which makes it difficult 
for consumers to repay their debts. Higher inflation 
increases the growth of household consumption and 
consequently an increase in household debt. The 
reduction in interest rates both in nominal and real 
terms, contribute to a significant easing of liquidity 
constraints on households. In a study of South Afri-
can households between 1980 and 2005, Aron, Mu-
ellbauer and Prinsloo (2007) establish a positive 
correlation between the real interest rate on borrow-
ing and the debt-to-income ratio. A reduction in 
interest rate between 2003 and 2005 in South Africa 
saw a reduction of the debt service ratio fall by 6% 
in 2004 (Aron et al., 2007). As expected, the 
amount of credit accessed by all sectors soared sig-
nificantly until 2006 before reverting to the same 
low levels that existed prior to 2004 after the inter-
est rate shock (Aron and Muellbauer, 2013). 

Thus changes in interest rates have an adverse bear-
ing on the demand for credit/loans. On one hand, 
there is bound to be a positive effect on the volume 
of loanable funds provided that a rise in interest rate 
increases the net income attained by credit institu-
tions. But on the other hand, a credit rationing situa-
tion may arise, as indicated by Stiglitz and Weiss 
(1981) where the financial sector might perceive 
greater risks associated with an increase in interest 
rates. Taken as a whole, interest rate increases 
would appear to reduce aggregate consumption 
because of the wealth declines associated with 
heavier discounting of future income. 

2. Empirical literature review 

A number of studies have been done on the rela-
tionship between household debt and consumption 
spending, but these have mainly focused on devel-
oped countries such as the United Kingdom (UK), 
the United States of America (USA) and Europe. 
Martinez-Carrascal and Del Rio (2004) investigate 
the impact of household borrowing and consump-
tion in Spain using a Vector Error Correction Model 
(VECM) where labor income, wealth variables and 
nominal interest rates are included. The findings 
indicate that deviations of borrowing from its long-
run trend have a significant impact on consumption: 
when lending is above (below) its long-run level, 
future consumption contracts (expands). The results 
show that both consumption and lending are posi-

tively related to both types of wealth and labor in-
come in the long run, and negatively related to in-
terest rates. 

Using data from Greece, Japan, Italy, Spain, Swe-
den, the United Kingdom and the United States, 
Japelli and Pagano (1989) did a study based on the 
excess sensitivity of consumption to income with 
credit availability. The authors showed that excess 
sensitivity is higher in countries with lower borrow-
ing, where capital market imperfections might be 
more important. Given such a scenario, consump-
tion might be influenced by credit availability. 

Chrystal and Mizen (2001) explain the consumption 
of British households using money and unsecured 
borrowing as variables. A conditional VECM is 
estimated for consumer expenditure, money bal-
ances, and unsecured lending with exogenous va-
riables such as labor income, total net wealth, inter-
est rate spreads and unemployment. Their findings 
indicate that, in the long-run, consumption is nega-
tively related to unsecured debt while in the short-
run deviations of consumption from its long-run 
equilibrium affect lending positively. 

Using US household data, Johnson and Li (2007) 
investigate the link between household debt service 
ratio (DSR) and consumption between 1992 and 
2005. They find that the consumption of households 
with low liquidity assets and high DSR is more 
sensitive to income changes than the consumption 
of other low liquid asset household. 

Past studies on consumption in South Africa tend to 
focus on income and wealth effects (Aron and Mu-
ellbauer, 2006; Aron, Muellbauer and Murphy, 
2006). Prinsloo (2002) looked at the trends in 
household debt, wealth and saving in South Africa 
between 1975 and 2001. The author contends that 
the spending and saving behavior of households is 
determined by factors such as social and material 
needs, taste, fashion, cultural and traditional beliefs, 
cost and standard of living, current debt to income 
ratio and the possibility of a future increase in ag-
gregate income. Chipeta and Mbululu (2012) ex-
amined the effects of the national Credit Act and the 
global financial crisis on domestic extension in 
South Africa. The authors establish a general in-
crease in the consumer credit provision in the period 
subsequent to the implementation of the NCA. 
There was a general increase in the use of credit 
cards, and other conventional loans. 

Using quarterly data in a regression analysis be-
tween 2007 and 2012, Aregbeshola (2014) esti-
mates the effects of changes in regulation as regards 
the rate of consumption and ultimately economic 
growth in South Africa. The findings indicate that 
an increase in credit consumption leads to an in-
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crease in economic growth. Academic research on 
the relationship between household debt and credit 
consumption on an aggregate level in South Africa 
is lacking, hence this paper aims to fill that gap. 

The literature reviewed in this section shows that 
household debt may be a useful tool in the financial 
sector and that it can probably enhance consump-
tion spending and ultimately economic growth. All 
the findings of the literature referred to in this ar-
ticle confirming the usefulness of consumption 
spending arose from experiences of developed 
countries. There is therefore a need to test these 
findings empirically in developing countries like 
South Africa, hence the focus of this article. The 
following section tests the linkages between house-
hold debt and credit consumption spending va-
riables, taking into consideration macroeconomic 
factors that influence the uptake of credit by con-
sumers. 

3. Data, empirical model specification and 

estimation techniques 

Having examined as part of the study’s literature 
component the potential relationship between 
household debt and macroeconomic variables, the 
attention is now focused on the empirical aspects of 
the investigation of the nature of the relationship 
between household debt and credit consumption in 
South Africa. 

3.1. Data sources and definition of variables. The
study used annual time series data for the period 
between 1986 and 2013 and all the data used in the 
research were obtained from the central bank of 
South Africa. The dependant variable is total 
household debt. The Debt Service Ratio (DSR) was 
used as a proxy for household debt. Debt service 
ratio is that share of household disposable income to 
required principal and interest payments on house-
hold debt such as mortgages, vehicle loans and cre-
dit card balances (Johnson and Li, 2007). An in-
crease in DSR may be due to a decline in interest 
rates or an extension of mortgage and consumer 
credit to households who could not previously qual-
ify. The explanatory variables are household dis-
posable income and household net wealth. Control 
variables such as inflation and interest rate were 
included because they are macro-economic va-
riables which influence the up-take of credit by 
households. 

The cost of financing is proxied by nominal interest 
rates because credit market conditions are typically 
related to nominal rather than real interest rates. In 
this regard, a drop in interest rate will normally lead 
to an increase in the supply of credit, and could 
therefore have an influence on consumption (Prin-
sloo, 2002). A change in interest rate could have an 

effect on credit extended to households and this 
would ultimately influence aggregate demand. Net 
wealth signifies that consumption by household 
should reflect their perceptions of the wealth effect; 
hence households care about their net worth (total 
assets minus liabilities). In this instance disposable 
income is defined as income available after income 
taxes have been accounted for. 

Initially the regression model was run to determine 
the short-run relationship of consumption as meas-
ured by household debt and independent variables 
namely disposable income, net wealth, interest rate 
and inflation. Then, in an attempt to establish a 
long-run cointegration relationship between house-
hold debt and consumption the auto-regressive dis-
tributed lag (ARDL)  Bounds testing approach by 
Pesaran, Shin and Smith (2001) model was adapted. 

3.2. Model specification. The hypothesized model 
is therefore specified as follows: 

DSRt = 0 + 1HDI+ 2WEALTH + 3INT+
+ 4CPI + t.                                                                                            (1) 

Where: DSRt is the debt service ratio which proxies 
household debt. HDI is the annual household dis-
posable income, WEALTH is net wealth of house-
holds, INT is the prime overdraft lending rate per 
annum, CPI is the consumer price index, t is the 
white noise error term, 0 4 are the coefficients 
explaining the elasticities of explanatory variables. 
These values are constants determined by available 
technology. 

The first step was to find whether there is a deter-
ministic or short-run relationship between house-
hold debt and disposable income, net wealth, inter-
est rate and inflation. The results of the OLS are as 
follows:

Table 1. Results of the deterministic relationship 
between debt and independent variables 

Variable
Coefficient 
estimates 

t-statistic p-value

HDI 0.000370 2.185080 0.0393*

NETWEALTH 0.153269 3.079797 0.0053**

INT 5.466709 1.466507 0.1561

CPI 7.511182 2.900773 0.0081**

Note: ***, **, * Denotes 1%, 5% and 10% levels of signific-
ance. 

The results shown above reveal that there is a sig-
nificant deterministic or short-run relationship be-
tween household debt and disposable income, net 
wealth and inflation. Household debt is directly 
related to the inflation variable. These results are 
contrary to the findings of Chipeta and Mbululu 
(2012) who found the interest rate variable to be 
statistically significant, indicating that an increase 
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in interest rates causes household debt to increase. 
Household net wealth and inflation are significant 
drivers of household debt at the 5% level while 
disposable income is significant at the 10% level. 
There is no significant deterministic relationship 
between household debt and interest rates. 

3.3. Stationarity tests. Although the ARDL model-
ling approach does not require unit root tests, it is 
important to conduct the unit root test in order to en-
sure that no variable is integrated of order 2 [1(2)] or 
higher. This is critical because the ARDL procedure 
assumes that all variables are either I (0) or I (1). The 
data sets of the five variables, namely household debt 
(DSR), Household disposable income (HDI), net 
wealth (WEALTH), interest rates (INT), and inflation 
(CPI) were subjected to unit root tests using the Aug-
mented Dickey-Fuller Schwarz Info Criterion before 
they were tested for cointegration using ARDL-
bounds approach. The results of the stationarity tests 
on differenced variables are presented in Table 1. 

Table 2. Stationarity tests of variables on first dif-
ference – Augmented Dickey Fuller (ADF) test 

Variable No trend Intercept 
Trend & 
Intercept 

DDSR -3.372596 *** -3.305452 ** -3.386684 ** 

DHDI 0.533163 -0.842098 -3.432232 * 

DWEALTH -1.322715 -2.577058 -4.414144 *** 

DINT -3.630880*** -3.563456 ** -3.755506 ** 

DCPI -4.849574 *** -4.871104*** -4.854239 *** 

Note: ***, **, * Denotes 1%, 5% and 10% levels of signific-
ance. 

Given the results in the table above, the hypothesis 
that first difference of household debt, household 
disposable income, net wealth, interest rate and 
inflation have unit roots can be rejected. The unit 
root test results show that all variables are inte-
grated of order one. 

3.4. Cointegration test – ARDL-bounds testing 

procedure. Since the focus of this paper is to estab-
lish the relationship between household debt and 
consumption spending, an appropriate technique is 
to adopt cointegration analysis and error correction 
modelling. Therefore, the ARDL modelling ap-
proach (i.e. bounds testing approach to cointegra-
tion) that was originally introduced by Pesaran and 
Shin (1999) and later extended by Pesaran, Shin and 
Smith (2001) was adapted in the study. This ap-
proach has some econometric advantages over the 
Engle-Granger (1987) and the maximum likelihood-
based approach proposed by Johansen and Juselius 
(1990) and Johansen (1991) cointegration tech-
niques. The ARDL approach is unique and superior 
in that it does not require all the variables under 
investigation to be integrated at the same order. 

Thus, the ARDL approach can be used in a situation 
even if the regressors are integrated in any order 
that is order one 1 (1) and zero 1 (0) or mutually 
integrated (Pesaran and Pesaran, 1997). Laurencea-
son and Chai (2003) argue that using the ARDL 
approach avoids problems resulting from non-
stationary time series data. Furthermore, endogenei-
ty problems are addressed in this technique. Ac-
cording to Pesaran and Shin (1999), modelling the 
ARDL with the appropriate lag will correct for both 
serial correlation and endogeneity problems.  

The ARDL framework for the equations 2-9 are as 
follows: 

0 2 3 1
1 1

4 1 .

n n

t 1i t-i i t-i t-

i= i=

t- t
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+ HDI +
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+ + .
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t t

CPI CPI DSR CPI

DSR

(8) 

Where: DDSR – debt service ratio, DHDI – house-
hold disposable income, DWEALTH – household, 
DINT – interest rate, DCPI – inflation,  - the first 
difference operator. 

In the above equations, the terms with the summa-
tion signs represent the error correction dynamics 
while the second part (the terms with  in equation 
(2),  in equation (3)  in equation (4), and  in 
equation (5),  in equation (6),  in equation (7),  
in equation (8) and  in equation (9) corresponds to 
the long-run relationship. The null hypotheses in 
equations 3, 4, 5, 6, 7, 8, 9 and 10 are therefore: 
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3 4 3 4 3 4 3 4 3 4 3 4 3 4 3 40, 0, 0, 0, 0, 0, 0, 0.and                   (9)

respectively, which indicate the non-existence of 
the long run relationship. The first step of the 
ARDL-bounds testing requires examining the order 
of lags on the first differenced variables in equa-
tions 2, 3, 4, 5, 6, 7, 8 and 9 using the Akaike in-
formation criterion (AIC) and the Schwartz-
Bayesian criterion (SBC). The results of the AIC 
and the SBC suggest that optimal lag for DDSR and 
DHDI is 1, DDSR and DWEALTH is 1, DDSR and 
DINT is 2, while the optimal lag for DDSR and 
DCPI is 2. The second step requires one to apply 
the bounds F-test to equations 2, 3, 4, 5, 6, 7, 8 and 
9 in order to determine whether any long-run rela-
tionship between household debt and consumption 
variables exists. 

Cointegrated variables ensure that we eliminate 
spurious relations and as such share common sto-
chastic trends. Further, they enable us to formulate 
an error correction model as we determine the long-
run relationship among variables. We first estimate 
a restricted VAR and determine the lag-length se-
lection criteria. The optimum lag-length selected is 
two. The results are presented in Table 2 suggest 
that there are three cointegrating relationship be-
tween variables. The null hypothesis that there is no 
cointegrating vector is rejected as the trace statistic 
is greater than the critical value from the Johansen 
tables. We conclude that there are three cointegrat-
ing vectors. Using the maximum eigenvalues we 
also come to the conclusion that there is one cointe-
grating relationship.  

Table 3. Bounds F-test for cointegration 

Dependant variable Function F-test statistic p-value Conclusion 

DSR DDSR (DHDI)@trend 4.108704 0.0305 Rejected 

HDI DHDI (DDSR) 55.26517 0.0000 Accepted 

DDSR DDSR (DNETWEALTH) 4.303658 0.0258 Inconclusive 

WEALTH DNETWEALTH (DDSR) 2.704329 0.0881 Inconclusive 

DDSR DDSR (DINT) 55.66190 0.0000 Accepted 

INT DINT (DDSR) 4.27513 0.0017 Inconclusive 

DDSR DDSR (DCPI) 6.544795 0.0015 Accepted 

CPI DCPI (DDSR) 0.853194 0.5085 Rejected 

Note: Author’s compilation. 

The results show that there is no evidence of a long-
run relationship between household debt and infla-
tion. All other things being equal, consumption is 
not influenced by inflation in the long run. To de-
termine whether  there is a cointegrating relation-
ship between variables, we used Table C1 (5) and 
Table C1 (2) as per Pesaran et al. (2001, p. 300) 
model to determine the asymptotic critical value 
bounds for the F-statistic, since the first model had 
unconstrained intercept and unrestricted trend, and 
the other models had restricted intercept and no 
trend respectively. The lower and upper bounds for 
the F-test statistic at the 10%, 5% and 1% signific-
ance levels for household debt and disposable in-
come  are [4.19 5.068] [4.87 5.85] [6.34 7.52] re-
spectively. Since the value of the F-statistic is less 
than the lower bound at the 5% significance level in 
this case, it can be concluded that there is no evi-
dence of a long-run relationship between the two 
time series at this level of significance or greater. 
The lower and upper bounds for the F-test statistic 
at the 10%, 5% and 1% significance levels for 
DHDI and DDSR are [2.63 3.35] [3.10 3.87] [4.13 
5.00]. However, the value of the F-statistic is more 
than the upper bound at the 1% level of signific-
ance. Therefore there is evidence of a long-run rela-

tionship between disposable income and debt. The 
lower and upper bounds for the F-test statistic at the 
10%, 5% and 1% significance levels for DDSR and 
WEALTH are [2.63 3.35][3.10 3.87][4.13 5.00] 
respectively. The value of the F-statistic is within 
the upper bound at the 5% level of significance 
indicating an inconclusive long-run relationship. 
For DWEALTH and DDSR value of the F-statistic 
is within the lower bound at the 10% significance 
level. Therefore, there is no long-run relationship. 
For DDSR and DINT and DDSR and DCPI the 
value of the F-statistic is more than the upper bound 
of at the 1% level of significance. Therefore, there 
is evidence of a long-run relationship between 
household debt and interest rate and household debt 
and inflation. Therefore, the results indicate evi-
dence of a long-run relationship between household 
debt and interest rate and inflation and disposable 
income and household debt. 

Discussion and conclusion 

In this study, the relationship between household 
debt and economic variables such as disposable 
income, net wealth, interest rates and inflation in 
South Africa is estimated using modern econome-
tric techniques. Specifically, the study attempts to 
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determine the existence of short-run and long-run 
relationship between the variables under study, 
using data from South Africa. Unlike the majority 
of previous studies who use the vector error correc-
tion model (VECM), (Martinez-Carrascal, and del 
Rio, 2004; Chipeta and Mbululu, 2012; Kim, Setter-
field and Mei, 2014), the current study uses the 
ARDL-Bounds testing approach by Pesaran et al. 
(2001) to examine this linkage. Using the 1986-
2013 dataset, the empirical results of this study 
show that there is a short-run or deterministic rela-
tionship between household debt and disposable 
income, net wealth and inflation. The results also 
suggest evidence of the existence of a long-run rela-
tionship between household debt and interest rates 
and inflation. 

Literature identifies the possibility of an increase in 
credit where there is prospect for an increase in 
household income. The results reported in this study 
are consistent with the view that household con-
sumption is related to household income in the 
long-run (Martinez-Carrascal, and del Rio, 2004) 
and interest rates (Kim, Setterfield and Mei, 2014). 

It can be concluded that the increase in household 
debt in South Africa over the years is partly a 
process of a structural nature. A combination of 
such factors as credit liberalization, higher disposa-
ble income, low net wealth and periods of low in-
terest rates explain the rising levels of household 
debt. At the same time, household wealth is negligi-
bly low, indicating low savings and very little in-
vestment in assets. The implication of the study is 
that the low interest rates during the period (2004- 

2011) and a general increase in household income 
have supported household consumption expenditure 
in South Africa thereby sustaining high household 
indebtedness.

The sharp increase in household debt and consump-
tion warrants much attention owing to its macroe-
conomic and financial implications. The concern is 
two-fold. Higher debt levels lead to higher con-
sumption spending in South Africa. The concern 
arises during a recessionary period in the economy, 
when households struggle to contain these high debt 
levels. Concern is also expressed over consumer 
behavior, which in the case of South Africa makes a 
significant contribution to GDP. South African 
households/consumers are therefore encouraged to 
spend less and save more. With interest rates being 
cleverly controlled by the reserve bank in the event 
of inflation going up, South African households will 
be burdened by debts that they will not be able to 
pay, a situation similar to the Greek’s. 

Implications for further study 

While the results are consistent with other empirical 
studies that used different analytical approach, fur-
ther research on the causal relationship between 
household debt and macroeconomic variables used 
in this study is recommended. Although the regres-
sion analysis conducted in this study is able to ex-
plain the relationship between the dependent and 
independent variables, it is considered important to 
investigate the direction of influence among these 
variables – hence the granger causality is recom-
mended for further research. 
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