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PROPERTY BAROMETER  
FNB Housing Market Forecast 

A return to a higher general inflation environment 
later this year could see house price growth rising 

mildly in 2016, but in “Real Growth” terms the 
forecast is lower 

Some minor increase in economic growth in 2015 is not expected to provide 
any meaningful boost for residential demand growth in a slowly rising 
interest rate environment. While nominal house price growth may be 
slightly stronger in 2016, compared to 2015, this would be due to higher 
CPI and wage inflation next year and not necessarily due to market 
strengthening.  

Rather, one should look at our real house price growth forecast, where 
house prices are adjusted for CPI inflation, to see our forecasts of 
weakening residential demand growth through 2015 and 2016 being 
reflected. Here, we expect a turn from positive average real house price 
growth for 2015 to negative real price growth in 2016. 

THE ECONOMY – SLOW BUT SLIGHTLY BETTER IN 2015  

Recently, the Global Economy has been in a slower growth patch, the US 
economy even having experienced a contraction in the 1st quarter of 2015. 

Some of the key OECD Leading Indicators for the initial stages of 2015 have 
pointed to weakness, with the US, the OECD+Major 6 Economies, and most 
noticeably the Chinese Leading Indicator having been declining since back in 
2014. 

 

As our “Base Case”, therefore, we assume a slower growth period for the 
Global Economy through 2015 and 2016, with Global Industrial Production 
projected near 1% for both years compared with 2.3% last year. 
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Whilst this can have a dampening impact on the South African Economy’s anaemic growth rate, we perhaps 
ironically expect some very slight strengthening in the country’s real GDP (Gross Domestic Product) growth rate 
this year compared to 2014. This is due to domestic factors, however. A very low base was created last year by 
heavy disruption from strike action, most notably in the Mining Sector and especially in the Platinum Mining sub-
sector. The other “disruptive element” is the capacity constraint in the country’s Electricity Sector, an ongoing 
hazard in economic forecasters’ lives, and it may have had a key impact in 1st Quarter 2015 GDP growth dropping 
from 4.1% on a quarter on quarter annualized rate in the final quarter of 2014 to 1.3% in the 1st quarter of 2015. 

But using our FNB House Price Index’s month-on-
month growth rate as just one “Leading Indicator” 
for near term economic activity, we mentioned in 
our June House Price Index report that its 
emergence from negative growth territory in the 1st 
quarter back to accelerating positive growth in 
April/May was a possible indication of a slight 
improvement in the economy in the 2nd quarter of 
2015 to date. 

The House Price Index very often reflects economic 
growth fluctuations, as does another very up to 
date index known as the manufacturing Purchasing 
Managers’ Index (PMI). And following the FNB 

House Price growth rate back into positive territory we saw the May PMI shooting back up to above 50, from prior 
months’ “contraction territory”. 

Let’s make no mistake, the indicators still point to mediocrity at best. But these are 2 early indications that things 
may have been looking up mildly on the economic front in the 2nd quarter. Much will continue to depend on the 
country’s fragile labour relations and electricity supply, however, but we are hoping that the start of electricity 
production at the new Medupi power plany will begin to improve the reliability of power supply in the near term.. 

Therefore, despite a quarter-on-quarter growth dip in the 1st quarter, we believe it still possible for GDP to grow 
at a mildly faster rate of 1.9% in 2015, compared with 1.5% in 2014, last year’s low base making that 
“achievement” relatively easy should we be able to “keep the lights on”. 

  

MACROECONOMIC FORECAST SUMMARY

2012 2013 2014 2015 2016

Global Economy

World Consumer Price Index - % change 3.8% 3.6% 3.2% 2.2% 2.4%

World Advanced Economy Industrial Production - % change 0.6% 0.5% 2.3% 1.1% 0.9%

Domestic Economy (2005 Prices)

Gross Domestic Product (R'm - 2005 Prices) 2 899 248       2 963 389       3 008 576       3 066 596       3 118 728       

   - year-on-year % change 2.2% 2.2% 1.5% 1.9% 1.7%

Prices

Consumer Price Index (2005=100) 128.7 136.1 144.3 151.4 160.8

   - year-on-year % change 5.7% 5.8% 6.1% 4.9% 6.2%

Interest Rates (%)

Repo Rate (Annual Average) 5.3 5.0 5.6 5.8 6.3

Prime Interest Rate (Annual Average) 8.8 8.5 9.1 9.3 9.8

Effective Interest Rate on Household Debt (Annual Average) 10.8 10.8 11.6 11.9 12.4

Long Bond Yield (Annual Total %) 7.9 7.7 8.3 8.0 8.3

Currency

US Dollar/Rand Exchange Rate (Annual Average - Cents per $) 821 965 1084 1210 1230

Forecast Period
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DOMESTIC HOUSEHOLD SECTOR - SLIGHT DETERIORATION IN CREDIT HEALTH PROJECTED 

A slightly better economic growth year, 
accompanied by a lower CPI inflation year in 2015, 
compared with 2014, is expected to provide some 
moderate additional support for Real Household 
Sector Disposable Income for 2015 as a whole. 

However, much of the low inflation support was 
provided early in the year, and the impact from a 
sharp CPI inflation dip late in 2014 and early this 
year is already diminishing. CPI inflation bottomed 
at a lowly 3.9% in February after global oil and 
food prices had dropped sharply. Already, however, 
the rate has moved back up to 4.5% year-on-year by 
April as the impact of the oil price dip passes 
through. 

This renewed rise in CPI inflation starts to eat into disposable income a little more. However, for the year as a 
whole CPI inflation is forecast to average 4.9%, which is lower than the 2014 average of 6.1%. 

This lower average CPI inflation rate, along with slightly faster economic growth in 2015, is forecast to translate 
into a Real Household sector Disposable Income growth rate of 2.2% this year, still weak but up from 1.4% in 
2015. 

However, while the economic and household disposable income growth story may be slightly improved in 2015 
after a poor 2014, this does not necessarily mean an improvement in Household Sector credit health for 2015 as a 
whole. Interest rates are already slightly elevated following last year’s small hikes, and the resumption of rising 
CPI inflation leads us to forecast a resumption of gradual interest rate hiking in the latter stages of 2015. 

We thus project a slightly higher average Debt-Service Ratio (the interest cost on the overall Household Sector 
Debt burden expressed as a percentage of Household Sector Disposable Income), from 9.1% in 2014 to 9.3% in 
2015. 

A rise in the Debt-Service Ratio, in turn, leads to a forecast of mild growth of 6.1% in the level of insolvencies in 
2015, and a further 3.7% in 2016. 
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HOUSEHOLD SECTOR FORECAST SUMMARY

Total Employment Index (2005=100) 105.5 106.1 106.7 106.1 105.4

   - year-on-year % change 0.9% 0.5% 0.6% -0.5% -0.7%

Unit Labour Cost Index (2005=100) 163.3 172.5 178.0 182.6 191.3

   - year-on-year % change 6.2% 5.7% 3.2% 2.6% 4.7%

Average Employee Remuneration Index (2005=100) 189.9 204.2 212.7 223.5 239.7

   - year-on-year % change 7.6% 7.6% 4.2% 5.1% 7.2%

Debt to Disposable Income Ratio (%) 79.8% 79.5% 78.3% 77.9% 78.0%

Debt Service Ratio (%) 8.7 8.6 9.1 9.3 9.6

Real Disposable Income (R'm at 2005 Prices) 1 722 699       1 765 654       1 790 946       1 831 229       1 859 014       

   - year-on-year % change 2.3% 2.5% 1.4% 2.2% 1.5%

Nominal Disposable Income (R'm) 1 934 222       2 091 235       2 245 321       2 397 321       2 552 534       

   - year-on-year % change 8.8% 8.1% 7.4% 6.8% 6.5%

Number of Insolvencies 969 798 775 822 853

   - year-on-year % change -9.1% -17.7% -2.9% 6.1% 3.7%

Forecast Period



THE RESIDENTIAL MARKET 

So what are the implications of all of the above for the Residential Market? The slightly improved Household 
Sector Income growth is not expected to provide much of a growth boost to this highly interest rate-sensitive 
residential market. Rather, we foresee that “slower growth” in the residential market will be the order of the day. 
Growth is expected to be constrained by a still-weak economic growth rate, even if it is slightly better than a poor 
2014, as well as by already higher interest rates since earky-2014 along with further rate hiking expectations later 
this year. 

By slower growth we mean slower growth in residential demand, reflected in a forecast of 0.9% growth in the FNB 
Valuers’ Demand Strength Rating, after a growth rate of 7% in 2014. With regard to residential supply, we would 
expect some growth here after 2 prior years of decline in the FNB Valuers Supply Rating. The net result of slowing 
demand growth and a return to mildly positive residential supply growth would be a slower rate of increase in the 
FNB Valuers’ Market Strength Index, from 5.5% in 2014 to 0.4% in 2015, before turning to negative growth of       
-0.5% in 2016 

However, we forecast a slight 
acceleration in average house 
price growth in 2016 to 5.6%, after 
2015’s average house price growth 
is expected to come in at 5.3%.  

The reasoning behind this apparent 
irony has to do with the general 
inflationary environment 
“dipping” in 2015 and expected to 
recover in 2016. The result of an 
expected higher CPI inflation rate 
in 2016 is the forecast of a higher 
average wage inflation rate next 
year compared with 2015, which 
could drive a slight renewed 
acceleration in nominal house 
price inflation too. 

However, where the projected 
slowing pace of market strengthening is reflected is in our Real house price growth forecast, which is mildly 
positive at 0.9% for 2015, down from 1% in 2014, but turning to negative to the tune of -1% in 2016. 

By “slower growth” in the residential market we are not referring to the rental market, however. One could see 
some mild pick up in rental inflation should interest rates indeed resume their rise later this year, fuelling rental 
demand through encouraging some aspirant 1st time buyers to rent for longer and “wait it out”, as well as causing 
a higher number of sellers selling in order to downscale due to financial pressure to downscale to a rental property 
as opposed to “buying down”. 

We therefore project a mild rise in Gross Residential Yields through our forecast period. 

When talking of “slowing growth” we also have to exclude the Residential Building sector in 2015, as we still 
expect this year’s number of residential building completions to grow positively after a decline in 2014. This would 
be the lagged impact of a solid existing home market in recently past years, which led to a build up of supply 
constraints. Building completions then usually follow with something of a lag, due to the lengthy planning, 
approval and building time frames. 

Therefore, we would only expect building completions to revert to decline in 2016. 
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CONCLUSION 

All in all, therefore, some minor increase in economic growth in 2015 is not expected to be any meaningful boost 
for residential demand growth in a slowly rising interest rate environment. The Home Buying Market is highly 
credit-dependent and thus interest rate-sensitive, and it is thus realistic to expect some negative impact on 
residential demand growth to come from interest rate hiking. While nominal house price growth may be slightly 
stronger in 2016, compared to 2015, this would be due to higher CPI and wage inflation next year and not due to 
any market strengthening. Rather, one should look at our real house price growth forecast, where house prices are 
adjusted for CPI inflation, to see our forecasts of weakening residential demand growth being reflected in a turn 
from positive average real house price growth for 2015 to negative real price growth in 2016. 

HOUSING MARKET FORECAST SUMMARY

2012 2013 2014 2015 2016

Housing Market

Average Time on Market (Weeks) 16.0 16.0 12.3 12.2 12.5

FNB Valuers Demand Rating (Scale 0-100) 48.8 50.5 54.1 54.5 54.3

   - year-on-year % change 1.8% 3.6% 7.0% 0.9% -0.5%

Valuers Supply Rating (Scale 0-100) 58.0 56.7 55.1 55.2 54.9

   - year-on-year % change 0.3% -2.3% -2.8% 0.2% -0.5%

Market Strength Index (Scale 0-100) 45.4 46.9 49.5 49.7 49.7

   - year-on-year % change 0.8% 3.4% 5.5% 0.4% 0.0%

FNB Average House Price 835 476          891 931          955 114          1 005 967       1 061 839       

   - year-on-year % change 7.1% 6.8% 7.1% 5.3% 5.6%

FNB Average House Price - Real (Rands - 2005 Prices) 55 080 820     55 600 802     56 138 853     56 624 230     56 048 313     

   - year-on-year % change 1.3% 0.9% 1.0% 0.9% -1.0%

Residential Gross Yield 9.3% 9.1% 8.7% 8.9% 9.2%

2012 2013 2014 2015 2016

Building Market

Buildings Completed - Volume 91820.0 96196.0 90396.0 102505.2 102405.4

   - year-on-year % change 9.3% 4.8% -6.0% 13.4% -0.1%

2012 2013 2014 2015 2016

Residential Affordability Indices (2005=100)

House Price / Average Employee Remuneration Ratio 73.7 73.2 75.3 75.4 74.3

   - year-on-year % change -0.5% -0.8% 2.9% 0.2% -1.5%

100% Bond Instalment/Average Employee Remuneration Ratio 65.3 63.5 68.1 69.4 70.5

   - year-on-year % change -2.0% -2.8% 7.2% 2.0% 1.5%

Note on affordability indices:

1. An increase in an affordability index implies a deterioration in affordability and vice versa

2. The 100% Bond Instalment/Average Employee Remuneration Index is constructed by calculating the bond instalment 

    value on a 100% bond on the average priced house

3. The affordability indices are calculated in index form because the SARB Average Employee Remuneration series is provided as an index

Forecast Period


