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ITVords and meaning e

Interest

The additional charge to the consumer for borrowing money.
Each financial institution you borrow money from will charge you a different
amount of interest.

Example:

The bank might charge you 10% interest. However, a microlender might charge you
25% interest.

Interest rates

The percentage of interest that a bank charges for you to borrow money, or that a
bank pays you for saving money.

Example:
If you borrow R100 at 10% interest you will have to pay back R110.




Financially SMART INTEREST

This is how much more money you will need every year to buy the same things you
could buy the year before.

Example:
In 2019 you could buy a loaf of bread for R10. In 2020 inflation has gone up and you
will now spend R12 on a loaf of bread.

Types of interest

SIMPLE INTEREST:

Simple interest allows you to earn interest only on the initial amount of money

invested.

COMPOUND INTEREST:

Compound interest is when you earn interest on the amount of money you
invested as well as the amounts of interest you have already earned during a
specific period.




I Interest o

Simple interest

Simple interest means that your interest is only calculated on the amount that you
save or borrow. The amount of interest that will be paid will always stay the same,
never more or less.
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‘I earned a total of R3000 interest on top of my

initial savings amount over a period of 3 years. I
received interest on my savings yearly (R10 000).”




Compound interest

Interest that is calculated not just on the money you have saved or borrowed but also
on the interest you have earned over a period of time.
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‘I earned a total of R3310 interest on top of my initial
savings amount of R10 000 over 3 years. I received
interest on the amount I invested PLUS the interest
that I earned”
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Yacla

How can compound interest work for me?
If you saved R250 monthly for 6 years between the ages of 24 and 30, and then left those
savings in your account, by the age of 65 the value of your savings will be about R480 000

(This is based on an interest rate of 9%).

It is important to remember that there may be amounts that come off the interest you
earn. You will have to pay bank charges and tax on the money you make.

The type of interest I pay on my debt

Compound interest also works on your debt. If you don't take care of your debt, it will
grow bigger and bigger with interest being calculated on the interest.
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