Interest! Compound
interest!

Q

Q
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Hey! What are you
talking about?

In the business world, if you lend someone something, he or she has
to pay for it.
If you have a tool hire shop, your customer has to pay you a fee to
borrow your electric drill or saw.
Interest can be calculated on a simple or compound basis.
Q
If you lend money to someone,
he or she has to pay you for the use of your money.
Q
If you borrow money from someone, you have to pay for itit.
Q
This extra money that the borrower pays to the lender is called interest
interest.
Q
If I borrow R100 from a microlender for three months, and he or she charges me
R25 interest
interest, then I have to pay back R125 at the end of the three months. This is
25% extra over three months. If you multiply the three months by four, you get one
year. If you now multiply the 25% by four, you get a simple interest rate of 100%.
Can you now see what interest rate per year the microlender is charging you?
100% per year! This is terribly high compared with other kinds of borrowing.

Wa
tch out!
Watch
Interest rates vary greatly! Shop around for
the lowest rate when you borrow money.

What is a ‘percentage’?
A percentage (“per cent
cent”” or %) is a fraction just lik
likee
½ or ¼.. But it is always written over like this: 100
1
2

50
= 100
= 50%

1
20

5
= 100
= 5%

1
4

25
= 100
= 25%

1
50

2
= 100
= 2%

The Usury Act excludes microloans. Although interest rates on other loans are controlled, they
may change from time to time. Check what the rate is before you borrow money.
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Here’s a nice trick! Don’t borrow
money! Don’t pay interest. Lend
money to someone. Earn interest!
Get rich!

The bank, Mrs Smith. The bank!

First, you lend money to the bank
bank.
How do you lend
money to the bank?

Oh, get serious, Mr
Moneywise, who will pay
me interest?

Really, how
does it do it?

You put it in a savings account
or a call account or a fixed
deposit account or one of the
bank’s other accounts.

But doesn’t the bank just
stick my money into a
safe or something?

No — the bank uses your
money to earn more money.
That is why it can afford to
pay you interest
interest!

I understand! If I save or invest
money in the bank, I will earn interest
… and my money will grow and grow!

But COMPOUND
INTEREST is even
better!
Compound interest is when
your money starts to earn
interest on the interest it has
already earned!

Wow! If I save a bit of my
salary every month for as
long as I live, I will never
be broke again!

THIS IS HOW COMPOUND
INTEREST WORKS!
Let us say the R1 000 in your
fixed deposit earns 12%
interest per year. If it is
simple interest
interest, that will be
1% of R1 000 per month =
R10 per month, or R120 for
the year.

Oops — did I say tiny bit?
If you save the same amount
month after month for many
years, you earn compound
interest … and your money
grows faster and faster! People
who invest regularly all make
use of compound interest to
prepare for a secure future.

BUT if the bank calculates your
interest every month on the
new balance, you’ll earn 1% of
R1 000 after the first month,
1% of R1 010 after the second
month and so on — a tiny bit of
interest more every month, giving
R127 for the year!

Mrs Smith has spotted the magic of COMPOUND INTEREST!
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