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Home Loan vs. Investing

When attempting to answer this question it is 
important to be familiar with the economic 
variables at play. Before deciding between 
putting extra cash towards a bond or rather 
investing it, one should ideally evaluate these 
variables in their entirety before deciding.

Most home loans nowadays have an ‘access 
bond’ type facility which allows for the 
withdrawal of additional funds that have been 
paid into the bond. These additional payments 
that are deposited into the bond accrue 
interest at the rate being charged on the 
bond. This gives the bond a savings element 
that can be used as a form of investment. 
Therefore, when deciding on whether to pay 
off a bond or invest, one should evaluate the 
probability of the investment being able to 
outperform the rate of interest on the bond. 
Technically speaking, if an investment can 
achieve a higher after-cost return than the rate 
of interest being charged on a home loan, one 
would be better off investing.

To illustrate this point, let us look at an example 
of a R2 million mortgage bond where an 
investor has an additional R3,000 available at 
the end of each month that he/she can either 
choose to pay towards the bond or invest. For 
simplicity, let us assume a prime interest rate of 
12% p.a. (South Africa’s 20-year Prime Rate 
average) for the duration of the bond. For the 
purposes of an investment return let us use the 
after-cost return of the Allan Gray Balanced 
fund over the past 20 years which has been 
roughly 13% p.a. (important note: both interest 
rates and equity returns have been significantly 
lower than these long term averages over the 
last 5 years). The minimum monthly instalment 
on this bond would be roughly R22,000 p/m.

May 2020
“Should I be rather be paying off my home loan early or investing?”

FUTURUM FINANCIAL GROUP
AUTHORISED FINANCIAL SERVICES PROVIDER

WESTERN CAPE
AUTHORISED FINANCIAL SERVICES PROVIDER AUTHORISED FINANCIAL SERVICES PROVIDER

AUTHORISED FINANCIAL SERVICES PROVIDER

FFG CAPITAL MAURITIUS

By Richard Landsberg (Junior Investment Specialist, FFG WC)

For most South African homeowners, the concept of settling their home loan as soon
as possible has long been a priority. It is well-documented what the potential benefits
are in terms of saving on interest over the long-term, but the question still begs: is this
always the best strategy? Are you guaranteed to be in a better position paying your
bond off early at the expense of investing?

If the investor were to pay the additional 
R3,000 p/m towards their bond instalments, 
boosting the monthly repayments to R25,000 
p/m, they would be able to pay off the bond 
within about 13.5 years. After the home loan 
has been settled, the investor would have an 
amount of R25,000 every month to invest as 
there will be no more bond payments. In 20 
years, the investor would own a fully paid-off 
house and would also have accumulated an 
investment nest-egg to the value of about R3.1 
million.
 
Contrast this by assuming our investor only paid 
the minimum required monthly instalment on 
their bond (R22,000 p/m) and invested the 
R3,000 in the Allan Gray Balanced Fund every 
month. The result in this scenario after 20 years 
would be a fully paid-off house and an 
investment value of around R3.4 million. This 
simply boils down to the difference between 
the interest rate and the return on the 
investment over the long-term.

It is important to understand the decision is not 
always this clear-cut. While it might look like an 
easy decision based on the outcomes of this 
scenario, reality can be very different. The 
problem that investors face when making this 
decision is that equity returns are extremely 
volatile over the short-term (5-7 years). It is 
much trickier to say with certainty that you 
could earn a 13% p.a. return over a 5-year 
period than it is to predict that sort of return 
over say a 20-year period. That said, if history
is anything to go by, equity returns generally 
tend to be quite favourable and more stable 
over longer periods. Ultimately, if paying extra 
capital into a bond means that the term of the 
bond can only be reduced to between 15 and 

20 years, it would perhaps make sense to invest 
in equities and explore the possibility for a 
higher long-term return. That said, if one is able 
to aggressively reduce the term of a bond, for 
example, to 10 years or less, it would arguably 
be a better decision to pay off the bond. The 
guaranteed interest rate saving is very likely to 
outperform the volatile short-term returns of the 
stock market.

Another important factor for any investor to 
keep in mind is that of ‘diversification’. Having 
investments in other assets classes, spread 
across other economies and other currencies, 
means that your portfolio should be able to 
weather the storm in times when the South 
African economy is struggling. 

Many believe that the best time to start 
investing is only once they have paid off their 
home loan. What they fail to understand is that 
over time, their bond repayments are being 
eroded by inflation and arguably more 
importantly, as illustrated above, they will have 
missed out on the magic of compound interest. 
For example, a person who is 40 and just 
bought their first property, will only be able to 
start investing for retirement once they have 
paid off their bond 20 years later. However, a 
person who is 30 would have a longer time 
horizon. It is clear that time plays a crucial role 
when planning your investment strategy.

Investors might want quick access to their 
investment if it also serves as their emergency 
fund. Any financial advisor worth their salt 
would recommend that clients have an 
emergency fund in place to cater for any 
unforeseen circumstances/expenses that could 
potentially arise in the future. Parking extra 
money in a home loan is a safe option for this 
due to its liquidity. Investments in a unit trust or 
exchange-traded fund also offer similar 
accessibility. However, it is important to note 
that an investment in a retirement fund, while 
offering excellent tax benefits, is not accessible 
until after the investor has reached the age of 
55. It is imperative that you sustain enough 
liquidity in your financial planning.

While some might advocate paying off your 
bond as a priority and others prefer investing in 
equities, ultimately, there is no right or wrong 
answer. Instead of fixating on either option, it 
makes more sense to be flexible and adopt a 
more blended approach based on the prevailing 
investment environment and the economy. 
Regardless of which strategy one pursues, you 
will benefit in the long run – as long as you 
remain disciplined.  There is clearly a myriad of 
complex factors to consider on this topic before 
making a decision and we have not even begun 
discussing the income tax implications of the 
different options (another topic for another day). 
Fortunately, you do not have to make these 
decisions on your own. An FFG financial advisor 
has all the tools available to help you make a 
better-informed decision. Between deciding 
whether to pay off debt or invest, they will help 
you consider your best investment options, 
determine your tolerance towards investment 
risk, and help you manage your cash flow.



When attempting to answer this question it is 
important to be familiar with the economic 
variables at play. Before deciding between 
putting extra cash towards a bond or rather 
investing it, one should ideally evaluate these 
variables in their entirety before deciding.

Most home loans nowadays have an ‘access 
bond’ type facility which allows for the 
withdrawal of additional funds that have been 
paid into the bond. These additional payments 
that are deposited into the bond accrue 
interest at the rate being charged on the 
bond. This gives the bond a savings element 
that can be used as a form of investment. 
Therefore, when deciding on whether to pay 
off a bond or invest, one should evaluate the 
probability of the investment being able to 
outperform the rate of interest on the bond. 
Technically speaking, if an investment can 
achieve a higher after-cost return than the rate 
of interest being charged on a home loan, one 
would be better off investing.

To illustrate this point, let us look at an example 
of a R2 million mortgage bond where an 
investor has an additional R3,000 available at 
the end of each month that he/she can either 
choose to pay towards the bond or invest. For 
simplicity, let us assume a prime interest rate of 
12% p.a. (South Africa’s 20-year Prime Rate 
average) for the duration of the bond. For the 
purposes of an investment return let us use the 
after-cost return of the Allan Gray Balanced 
fund over the past 20 years which has been 
roughly 13% p.a. (important note: both interest 
rates and equity returns have been significantly 
lower than these long term averages over the 
last 5 years). The minimum monthly instalment 
on this bond would be roughly R22,000 p/m.

Futurum Financial Group (Pty) Ltd is a Licensed Financial Services Provider, FSP 654.

FFG Group of Companies Futurum Financial Group futurumfinancialgroupFFG_Group

FUTURUM FINANCIAL GROUP
AUTHORISED FINANCIAL SERVICES PROVIDER

WESTERN CAPE
AUTHORISED FINANCIAL SERVICES PROVIDER AUTHORISED FINANCIAL SERVICES PROVIDER

AUTHORISED FINANCIAL SERVICES PROVIDER

FFG CAPITAL MAURITIUS

If the investor were to pay the additional 
R3,000 p/m towards their bond instalments, 
boosting the monthly repayments to R25,000 
p/m, they would be able to pay off the bond 
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there will be no more bond payments. In 20 
years, the investor would own a fully paid-off 
house and would also have accumulated an 
investment nest-egg to the value of about R3.1 
million.
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