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CHAPTER 3
CASE STUDY: SA HOME LOANS –TURNING THE MORTAGE MARKET ON IT’S HEAD

South Africa's Big Four commercial banks - which together hold at least 90% of the massive R400bn home loan industry - could soon see their market share and margins come under pressure as more players enter the SA mortgage lending industry. Some expect as many as 30 new mortgage lenders - among them a number of international brands - to open shop in SA over the next three to four years. That will change SA's mortgage landscape dramatically, offering SA homeowners and investors more choice and flexibility than ever before.
There are rumors of Richard Branson's Virgin group, through a tie-up with Absa, who also plan to enter the SA mortgage arena. Refinancing - when existing mortgages are switched from one lender to another - is also expected to become a major trend in SA over the next few years. Health and life assurance group Discovery recently introduced refinancing with a cash-back incentive in an effort to persuade members to switch their existing mortgages from other banks to RMB stable mate First National Bank (FNB). 

SA assurers Sanlam and Old Mutual have also jumped on to the refinancing wagon through Absa and Nedbank respectively.
Meanwhile, a small but aggressive player SA HOME LOANS (SAHL) continues to drive mortgage product innovation through its recently launched 20-year fixed rate option. SA Home Loans took the market by surprise when it announced that it would give clients the opportunity to fix their mortgage rates at around 12% for 20 years. Until then, banks offered fixed rates for a maximum of two years. Though the banks have yet to respond with similar long-term fixed rate options, the general expectation is that they may soon follow suit.

SAHL is an entrepreneurial success story as it has successfully originated residential loans against formidable competitors. SAHL have grown rapidly in the last few years to become South Africa’s fifth largest home loans provider. SAHL is a full service mortgage provider that provides a full spectrum of services - from origination and credit approval through to registration and ongoing administration of the loans. 

SAHL sets its mission to be the most widely respected consumer champion, and the supplier of choice in the fields of property finance and related value added services. 

SAHL strives:    
- To provide their clients with a superior financial services experience;    
- To offer their employees the opportunity of growth and prosperity;    
- To provide their investors with secure and consistent returns.

The company was launched to South African home owners in February 1999. The timing was perfect, as interest rates were at an all time high of 23.5% and 'saving money' was top of mind for cash strapped South Africans. SAHL's discounted rate (19.6% at the time) offered consumers a cheaper alternative. By 2001 competitors began to take SAHL seriously and were forced to reduce their rates considerably to defend their market share. All home owners are now benefiting from a healthy, competitive environment and are enjoying lower rates on their home loans. In 2002, SAHL’s rate was still lower than the banks' prime rate and thousands of customers have saved significantly on their loans. The company is committed to driving down the cost of borrowing and offering new and existing home owners unsurpassable service excellence together with innovative home loan products. Rate decreases in 2003 took the banks' prime rate from 17% to 11.5%. SAHL ended the year with an all time low of 9.5%. - The first lender to offer rates below 10% in over 22 years! SAHL takes market share from the banks as more and more South Africans realise the significance of a discount on their home loan, whether they're buying for the first time or switching over from paying a higher rate, to SAHL’s discount product. In 2005 SAHL pioneers another first into the home loan market – a 20-year fixed rate home loan. This does not exist with anyone else in the world. VariFix is unique as rates can go down, but never up!
SAHL Strenghts

The following strengths are listed on their website:

· We are a company of firsts 

· We were the country’s first non-bank, discount mortgage provider 

· We pioneered mortgage securitisation in South Africa in 2001 

· We launched the first 20-year fixed rate home loan in 2005 

· We launched the first public single class mortgage warehousing conduit in 2005 

· We have become SA’s 5th largest home loans provider in only five years 

· Mortgage assets under management have grown 125% year on year on average since 2001. Assets under management grew from R657 million in 2001 to R22.4 billion in April 2006. 

· We offer a “smart” home loan 

· Low discount price that tracks JIBAR and re-sets quarterly 

· The ability of clients to move their home loan with them if they move home – with huge cost savings 

· Option to change the loan to a 20-year fix rate whenever they wish 

· Value-added products and excellent service 

· Our strategy is built on value-added products and excellent service. New, value-added products contributed R30.6 million to revenue last year, adding value to the core home loan product 

· Solid financial position 

· SAHL was the only home loans provider in the market to increase its mortgage portfolio by 40% last year. Assets under management grew to R22.4 billion by April 2006 and the group is profitable. SAHL has the lowest arrears in the industry, with total debts written off to date not even 0.03% of its book. 

· Strong brand awareness 

· SAHL has a well-recognised brand amongst home owners, with research indicating that more than 81% of people like the concept of SAHL 

· Unique funding model 

· SAHL raises funds through the process of securitisation - a process through which institutional investors lend SAHL funds through the purchasing of listed securities secured by tranches of SAHL’s loan book. 

Case study is based on information sourced from SA Home Loan’s website www.sahomeloans.co.za and “Could big four lose their stronghold? Finance Week, 31 August 2005, p. 64.

QUESTIONS:

1. (a)How would you classify the type of buying decision that the customer normally would make when deciding on a provider of his/her first home loan 

 (b)How will this change when considering providers for a home loan five years later?
DISCUSSION

(a) Complex buying behaviour

(b) Habitual or variety seeking
2. Provide a step-by-step discussion of the steps in the decision making process and illustrate what marketing actions an organization such as SA Home Loans can do to influence the customer’s decision in each phase.
DISCUSSION
· Need recognition-advertisement/estate agent/bond negotiators

· Information search-advertisements/consultants/brochures

· Evaluation-consultant’s input and advice

· Purchase

· Post purchase-personal contact and follow up, customer satisfaction survey

3. Which information sources would a ‘first time buyer’ of a home loan utilize?

DISCUSSION

· Personal sources-estate agent, peers and friends

· Marketing sources: advertisements, brochures, referrals, web site, consultants

· Public sources; press, TV programmes
4. What motivates a first time home owner when choosing a provider of a home loan? Will the motivators change in the case of a wealthy consumer buying his dream house?
DISCUSSION

· First time buyer;(more rational)

· Lower fees

· Lower monthly installments

· Advice 

· Personal attention

· Guarantees-e.g interest rate

· Wealthy buyer (more emotional)

· Personal relationship

· Quality service

· Brand Image

· Self image
5. Discuss the influence of the following factors on whether a customer would consider  SA Home Loans as a preferred service provider of a home loan:

· Perception
DISCUSSION
Could be negative (can we trust them?) or positive (cheaper option than banks) . Also refer to selective exposure ( unknown),attention (  not aware of services offered) and selective interpretation (confusion in market).

· Attitudes
DISCUSSION
Could be negative or positive feelings based on facts or hear say.

Negative: unknown, high risk, fly by night operation

Positive: affordable, movers and shakers, new kid on the block, dynamic and not afraid to attack the banks 

· Cultural groups

DISCUSSION

Traditions of past e.g only trust banks or do not borrow money

Sub-cultures eg Asian clients

· Reference groups
DISCUSSION
Will have a strong influence   specially membership and automatic groups who play a normative and informative role. 

Refer to diffusion of information and importance of communication.

DISCUSSION QUESTIONS
1. Explain the following types of purchase decisions .Use a buyer buying a wrist watch as example:

· Complex buying behaviour

DISCUSSION: Expensive products where buyers become highly involved and knowledgeable for example motor vehicles, electronic equipment
· Routine decision making

DISCUSSION: Buyer buys constantly same brand without rally thinking about it for example toiletries coffee, tea
· Impulsive decision making

DISCUSSION: Spur of moment decision where buyer quickly goes through the phases of decision making process, for example soft drink or sweets or magazines 
2. Assume you are buying your first car. Provide a step by step discussion of the decision making process and illustrate what the marketer can do to influence your decision during the different stages.
DISCUSSION
Discuss the five stages of the decision making process ( Fig 3.1 ) and explain roles of marketer in each phase.

3. Reflect on a recent purchasing experience where you enjoyed a high level of post purchase satisfaction. Contrast this with a purchasing experience with a low level of satisfaction.
DISCUSSION
Free to reflect on any purchase experience and list the positive experiences and contrast this with an experience where the outcome was one of dissatisfaction.
4. Explain the five levels of Maslow’s hierarchy.  In the case of each level identify a brand of motor car that strive to satisfy buyers needs at that level.
DISCUSSION
· Physiological: cheap second hand car or Chinese brands entering SA market

· Safety: Volvo

· Social: Corsa, VW Polo/Jetta , 

· Ego: Mercedes, BMW

· Self actualization: Porsche
5. Explain the perception in your own words.
DISCUSSION
Interpretation of inputs gathered through one’s senses
6. When the Tata brand was introduced to the South African market the manufacturer initially experienced a very negative attitude amongst South African vehicle buyers. Which factors contributed to the negative attitude? .How did Tata succeed in changing the attitude of buyers?
DISCUSSION
Negative:

· Unknown brand

· Low prices

· Negative comments by peers and opinion leaders

Change attitude:

· Test drive car

· Positive word-of- mouth

· Positive publicity

· Address fears of buyers/create trust in brand
7. Use examples to explain the different types of reference groups and the different type of influences on buyer behaviour.

DISCUSSION
See examples in text page 88

8. Explain the composition of a buying centre. What preparations are necessary before a sales person addresses a buying centre with a proposal?
DISCUSSION
· Users

· Influencers

· Buyers

· Decision makers

· Gatekeepers

· Understand

· Members of buying centre

· Members’ power bases

· Members’ influence

· Members’ evaluation criteria
9. Identify evaluation criteria that buyers may use choosing a supplier and brand of notebook computers for an organization.
DISCUSSION
· Price

· Memory etc.

· Brand

· After sales service

· Additional features

· Applications

· Contractual agreements

· Responsiveness

· Technical support
10. A supplier of computers and computer software want to establish long-term relationships with industrial buyers. Which methods can be used to establish and maintain these relationships?
DISCUSSION
· Long term agreements

· Customised support

· Customer service

· Preferential treatment

· Discounts
MULTIPLE CHOICE QUESTIONS

1. A consumer regularly buys frozen packaged fish carrying the I & J brand. Which of the following individual factors could affect the consumer behaviour in this case?
(i)
Perception

(ii)
Culture

(iii)
Attitude

(iv)
Social class

(v)
Personality

Choose the correct combination:

a
(i) and (ii)

b
(i) and (iii) 

c
(ii), (iv) and (v)

d
(i), (iii) and (v)

e
(iii) and (iv)

2. The buying decision can be complicated by the awareness level of customers’ needs (or need awareness). With which need awareness level can a customer be associated who repeatedly buys frozen packaged fish?



a
Preconscious level
b
Conscious level

c
Unconscious level

d
Unconscious and preconscious levels

e
None of the above
3. After Peter has seen an advertisement of I&J’s range of frozen packaged fish, he can only remember the price of the frozen packaged hake. Which of the following strategies can I&J use to deal with this selective attention? 
(i)
Make use of opinion leaders

(ii)
Place objects near the centre of the visual field

(iii)
Make use of movement and colour 

(iv)
Make use of larger stimuli

(v)
Make use of rewards

Choose the correct combination:

a
(i) and (ii)

b
(ii) and (iii)

c
(ii), (iii) and (iv)

d
(i), (iv) and (v)

e
(i) and (v)

4. John, a marketing management student, dreams of becoming a member of an 
exclusive country club in Johannesburg one day. This indicates John’s 
membership 
of a(n) ___________ group.
a
niche

b
automatic

c
negative

d
positive

e
associative

5. You are not interested in what a salesperson is trying to tell you about a new product because you are in a bad mood. This is an example of the influence of the ___________ situation on consumer behaviour.
a
communication

b
purchase
c
usage
d
consumption
e
decision-making

6. ___________  is a positive or negative feeling about an object.
a
perception
b
purchase
c
motive

d
attitude
e
A and D 

7. When buying a cell phone the influence of reference group will be  ___________ 

a
strong on brand choice
b
strong on purchase of cell phone
c
strong on usage
d
weak on purchase of cell phone
e
strong on purchase of cell phone and brand choice
8. ___________  is a  negative feeling of doubt and uncertainty about a purchase made..
a
perception
b
cognitive dissonance
c
motive

d
attitude
e
B and D 

9. Which of the following is/are not characteristics of business markets?
a
elastic demand

b
derived demand
c
stable demand
d
A & B
e
A & C

10. Members of the buying centre can play the following roles except:
a
buyer
b
motivator
c
gatekeeper

d
user
e
influencer
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