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PROPERTY BAROMETER  
FNB Estate Agent Survey’s “Leading Indicator” 

The FNB Estate Agent Survey’s Residential Activity 
rating not only points to a near term slowing in the 

Residential Market. It suggests further slowing in the 
economy too, keeping recession risk high 

The Residential Property Market is very much a leading sector of the 
economy, or at least the existing home market is. Trend changes in 
residential activity are highly sensitive to changes in the economic 
environment, and can even lead some of the most leading business cycle 
indicators. Of FNB’s suite of indicators, our FNB Estate Agent Survey is 
arguably the most appropriate leading indicator, and it would appear to 
suggest that the economy’s growth rate is set to get worse in the near term, 
keeping recession risk at high levels. 

ESTATE AGENTS POINT TO A SLOWING IN RESIDENTIAL 
ACTIVITY LEVELS 

 
In the 4th quarter 2015 FNB Estate Agent Survey, our sample of estate 
agents surveyed point to a further slowing in activity levels in the residential 
market. The market still remains “comfortable” and well-balanced, and 
some of the limits of activity are due to supply (stock) constraints rather 
than demand constraints. But one we would expect that demand-side 
weakening would be playing an increasing role of late, and being 
something of a “leading” sector of the economy this activity rating is 
possibly pointing to further economic growth weakening in the near term. 

The FNB Estate Agent Survey is of a sample of estate agents predominantly in 
SA’s major metro regions. A key question asked to agents is with regard to 
their perceptions of residential market activity in their areas, a subjective 
question on a scale of 1 to 10, with 10 being the strongest level of activity. 

The 4th Quarter 2015 Residential Activity Indicator declined to 6.02, from the 
previous quarter’s 6.14. The decline has now become noticeable since the 
6.73 high of the 1st quarter of 2015. 
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The 4th quarter Residential Activity 
Indicator level remains at the upper end 
of the “stable” bracket (a level from 4 to 
6), and not far from the “Positive” 
bracket of 7 to 8. The 2 other rating 
brackets are the “not very active (1 to 3), 
and “very active” (9 to 10).  

However, while activity levels are still 
fairly solid, it is the indicator’s direction 
that is of concern. The Activity Rating’s 
year-on-year growth rate has slid from a 
+12.18% positive growth “high” in the 
3rd quarter of 2014 to a -8.93% year-on-
year decline by the 4th quarter of 2015.  

Admittedly the data can have some 
volatility from quarter to quarter, but the smoothed trend line also points to a shift to negative growth in recent 
quarters, declining year-on-year by -9.6%. 

This decline is not merely of concern from a Residential Property Sector point of view. It is of concern because 
of what it may be signaling in terms of the near term trend in South Africa’s economic growth performance, 
which is already weak. Real Economic Growth was a mere 1% year-on-year in the 3rd quarter, a rate which is 
insufficient to promote any significant job creation, and more likely to cause net job loss. 

In the Residential Activity Rating’s short 12 year history, the short term trend changes in its year-on-year rate of 
change appear to have very often led or corresponded with the trend changes in Leading Business Cycle Indicators 
such as those of the SARB (Reserve Bank) or the OECD, as well as leading real economic growth. 

This should be expected. As is the case with durable consumer goods such as new vehicle sales, residential demand 
is highly sensitive to interest rate movements as well as disposable income growth trend changes, both items 
presenting major financial risks to households due to the high cost, while also being highly credit financed. 

So, while sentiment in the residential market (due to a home being seen by many as an investment, not just a 
consumer item) can often keep this market at solid levels of transaction activity until after vehicle sales have 
already fallen significantly, the growth fluctuations in this activity nevertheless do appear to have a “leading 
indicator” nature.  

For analysis purposes we smooth the Activity Indicator very lightly with a Hodrick-Prescott Function ), in order to 
remove some quarter-to-quarter volatility 
and view the broader multi-quarter 
movements. A comparison of year-on-year 
rates of change in the Residential Activity 
Rating and the OECD Leading Indicator 
shows a time lag time between  growth 
“mini-peaks” in the Activity Rating and 
the Leading Indicator, the latter trailing 
the former, and “mini-troughs”. The lag 
time between the “mini-peaks” of the two 
variables can be around 1 to 3 quarters it 
appears. 

Comparing the growth troughs of the 2 
indicators, however, the Residential 
Activity Rating appears to have a longer 
lead time over the Leading Indicator of 3-
4 quarters. 
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So, in the 3rd quarter of 2015, the OECD Leading Indicator’s year-on-year growth turned downward, after 3 
consecutive quarters of slowing growth in the year-on-year rate of change in the Residential Activity Rating. Now, 
another quarter on, the Actvity Rating’s rate of decline has accelerated further, suggesting more “downside” to 
come for the Leading Indicator’s growth rate (or rate of decline). 

Comparing the Residential Activity 
Rating’s smoothed year-on-year rate of 
change with Real Year-on-year GDP 
(Gross Domestic Product) growth also 
smoothed in the same way, the lead time 
between “mini-trend” changes in the 
Activity Rating growth and GDP growth 
is a little longer, the growth peak lead-lag 
time being 1-4 quarters and the troughs 
being 4-6 quarters. 

Should this lag time in the troughs 
continue to hold going forward, the most 
recent downward move in year-on-year 
deterioration in the Residential Activity 
Rating points towards weaker year-on-
year growth in Real GDP in the near 
term. 

Given that year-on-year GDP growth for the 3rd quarter of 2015 was a mere 1%, the risk of a recession thus 
remains high. 

CONCLUSION - SO WHAT ECONOMIC EVENTS ARE THE ESTATE AGENTS EXPERIENCING? 

While the residential property market does influence a portion of the economy, its apparent “leading” status is 
arguably more about it responding swiftly to economic changes than about that influence that it has. 

The most obvious event to which the residential market must surely be responding to is the mild interest rate hikes 
that started back in January 2014. But it 
goes deeper than this. Moderate inflation 
and only gradual interest rate hikes are 
arguably a lesser concern for the 
economy. The end of the commodity price 
super-cycle strengthening phase, 
reflecting slowing global economic 
growth in recent years, and a massive 
drop in metals commodity prices since 
around 2011 is having a big impact on 
the now-troubled Mining Sector, as well 
as parts of the Manufacturing Sector. The 
commodity price slump has been so deep, 
that the IMF Metals Commodity Price 
Index’s rate of year-on-year decline 
reached -11.1% even in Rand terms (-
30.3% in Dollar terms) despite the severe 
weakness of the Rand. 

Manufacturing is further hampered by very weak domestic consumer confidence and slowing growth in demand for 
consumer goods, and as at November 2015 the Manufacturing Purchasing Managers’ Index had declined to a 
lowly 43.3. A level below 50 signals a likely contraction in output. The Standard Bank Purchasing Managers Index, 
a broader economy-wide measure, was also below the crucial 50 level, at 49.1, in December and declining. 

And then, of course, there is the severe drought, which impacts negatively on the Agriculture Sector. 
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All of these external factors come at a time when South Africa’s ongoing structural constraints mean that the 
country has a very low potential GDP growth rate even when global economic times are good. So when they are 
bad, we are in trouble.  

What the Estate Agent Activity Rating appears to be pointing to is that the negative impact of all of the above on 
economic growth has not yet fully fed into economic growth figures, and that there is further “downside” in the 
near term. While the likes of the Mining, Manufacturing and Agriculture Sectors feel commodity price, drought and 
interest rate impacts quite quickly, this often feeds through to many of the services sectors of the economy with a bit 
of a lag. 

The indicator thus appears to suggest that economic growth figures may still deteriorate further in the near term. 

For mortgage lenders, too, there are implications. There is a considerable lag time between peaks and troughs in 
the Residential Activity Rating and 
growth in new mortgage loans granted, 
and the mortgage market may have just 
started to respond to slowing activity 
since late-2014 with a mild slowing in 
growth in value of new mortgage loans 
granted to households. 

From a “mini-peak” of  11.3% year-on-
year in the 2nd quarter of 2015, the 
SARB’s version of New Residential 
Mortgage Loans Granted saw a slowing 
to 7% growth in the 3rd quarter. This may 
have been the start of a slowing growth 
trend in new mortgage lending, although 
1 quarter of slowing is far from 
conclusive. 

In short, while the Residential Market is still a little way off from being seen as “weak”, the direction of the 
Residential Activity Rating does point to estate agents as a group experiencing the mounting pressures on the 
South African economy’s growth. 
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