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MORTGAGE BAROMETER  
Residential Mortgage Market Outlook 

2017 expectations are for a Residential Mortgage 
Market weak on growth but still relatively solid on 

loan repayment performance under the 
circumstances 

The Residential Mortgage Market is weak in terms of transaction growth, 
but solid in terms of debt repayment performance under weak economic 
circumstances.  Solid mortgage debt repayment performance has much to 
do with a major lowering of overall household indebtedness since 2008, 
along with the SARB’s more moderate approach to interest rate hiking 
these days. A hypothetical model simulation of a 2008-style economic 
shock, in 2017 yields far better results in terms of bad debt levels this time 
around, were such a shock to take place. 

KEY POINTS 

 Most of the recent indications have been that the Residential 
Mortgage Market has been slowing down in terms of volume and value of 
new lending, with little or no real growth to speak of. 

 Looking forward, we are not projecting any major change to this 
situation. The FNB forecast is for slightly improved economic growth in 2017 
of 1%, from an expected 0.2% rate for the entire 2016, and for interest rates 
to remain at current levels through 2017/18 

 Average House Price growth is forecast at 3% for 2017, after an 
expected 5.1% average for 2016. 

 In terms of mortgage market transaction volumes, after a forecast -
6.3% decline in the volume of bonded property transactions by individuals 
(Natural Persons) for 2016 as a whole, a further -2% decline is projected in 
2017. 

 Using NCR (National Credit Regulator) data for mortgages in arrears 
for longer than 3 months, which we classify as “non-performing loans”, 
under the FNB economic and interest rate forecasts the projection is for the 
value of such non-performing loans as a percentage of total loans to resume 
a gradual declining trend in the near term, averaging .3.2% of total loans 
outstanding in 2017 after a forecast 3.3% for 2016 as a whole. 

 Residential Mortgage Sector vulnerability to economic and interest 
rate shocks has been greatly reduced through a significant reduction in the 
level of Household Sector indebtedness since 2008. We conduct a 
hypothetical model simulation where we re-create a 2008-style economic 
shock in 2017. The result is a significantly smaller deterioration (rise) in 
industry-wide non-performing loans to 5.7% of the value of total loans in 
2018, compared to a more severe 9.2% peak in 2010 just after the financial 
crisis.  



SUMMARY – MORTGAGE MARKET: LITTLE GROWTH EXPECTED, BUT RELATIVELY HEALTHY 
LOAN REPAYMENT PERFORMANCE COULD CONTINUE 

 The Residential Mortgage Market is weak in terms of transaction growth, but solid in terms of debt 
repayment performance under weak economic circumstances 

Most of the recent indications have been that the Residential Mortgage Market has been slowing down in terms 
of volume and value of new lending, with little or no real growth to speak of. That should not be too surprising, 
given that interest rates have risen mildly in recent years, and the country’s economic growth rate hovers not far 
from zero, constraining employment and income growth for households.  

Looking forward, we are not projecting any major change to this situation. The FNB forecast is for slightly 
improved economic growth in 2017 of 1%, from an expected 0.2% rate for the entire 2016. That mildly improved 
expectation is on the back of the belief that the SARB (SA Reserve Bank) is done with interest rate hiking for the 
time being, and will keep interest rates at current levels, where Prime Rate is 10.5%, through 2017 and 2018. In 
addition, we assume some normalization of Agriculture GDP (Gross Domestic Product) in 2017 as the drought 
conditions ease, and signs of some mild global economic turnaround could also be mildly more supportive of our 
domestic economy next year. 

However, a 1% economic growth forecast remains a weak one, and that would not be expected to lead to any 
major mortgage market strengthening just yet. Average House Price growth is forecast at 3% for 2017, after an 
expected 5.1% average for 2016. Only in 2018 do we project a slight strengthening in the annual average price 
growth rate to 4.7%, should mildly improved economic forecasts hold. But in both 2017 and 2018, such average 
house price forecasts would translate into house price decline in real terms, i.e. when one adjusts house price 
inflation for general Consumer Price Index (CPI) inflation. 

In terms of mortgage market transaction volumes, after a forecast -6.3% decline in the volume of bonded 
property transactions by individuals (Natural Persons) for 2016 as a whole, a further -2% decline is projected in 
2017, with positive growth in the bonded component of property transactions only returning to positive growth in 
2018. 

Growth in the average value per bonded property transaction by individuals is forecast to slow to as low as 1% for 
2017, contained by a financially constrained Household Sector. 

However, while the Residential Mortgage Market is indeed slow, we have not seen a major deterioration in 
financial stress levels in the market to date. Viewing NCR (National Credit Regulator) data, we did admittedly see 
mortgages in arrears for longer than 3 months, which we classify as “non-performing loans”, rise to 3.4% of the 
value of total Household Sector mortgage loans outstanding by the 2nd quarter of 2016, from a lowly 3.1% at the 
end of 2015. But this is not a severe rise, and the percentage remains very low compared to a painful high of 9.4% 
reached in the 1st half of 2010, following the 2008/9 recession and 2008 Prime Rate interest rate peak of 15.5%. 

And Should the FNB economic and interest rate forecasts indeed play out in the next few years, the projection is 
for this non-performing loan percentage to resume a gradual declining trend in the near term, averaging .3.2% of 
total loans outstanding in 2017 after a forecast 3.3% for 2016 as a whole. 

So, while there is a distinct lack of growth in the Residential Mortgage Market, which appears set to continue, the 
market continues to perform well, under the poor economic circumstances, in terms of the level of mortgage 
debt repayment performance.  

 Solid mortgage debt repayment performance has much to do with a major lowering of overall household 
indebtedness since 2008, along with the SARB’s more moderate approach to rate hiking these days 

This solid performance has much to do with the major changes in the stringency of mortgage lending subsequent 
to the financial “crisis” of 2008/9, and is perhaps also due to a more cautious Household Sector in recent years. 
The result has been a healthy decline in the value of Household Sector Mortgage Loans as a percentage of 



Household Sector Disposable Income, from a 49.2% all-time high early in 2008 to 34.7% by the 2nd quarter of 
2016. 

Everything hangs together, so important for the mortgage market is that total household indebtedness also be 
brought to lower and more manageable levels. Indeed, the Household Sector debt-to-Disposable Income ratio has 
also declined substantially, from an 87.8% high in early-2008 to 75.1% in the 2nd quarter of 2016. 

This improvement in the level of household indebtedness, greatly lowering household sector vulnerability, has 
been the key factor helping mortgage debt repayment performance to remain at relatively low levels, to date, 
through the most recent period of economic weakness and interest rate hiking. 

In addition, the magnitude of interest rate hiking has not yet been extreme, and interest rates remain relatively 
low even despite the hikes to date. So households have not been severely tested yet. 

But perhaps a 3rd important contributor has been the SARB’s very slow pace of rate hiking, which has sent out the 
signals to borrowers and lenders to “keep it tidy”, but at the same time has given them ample time to prepare 
themselves in various ways for further rate hikes.  

 A hypothetical model simulation of a 2008-style economic shock, in 2017, yields far better results in terms 
of bad debt levels this time around 

We then used our FNB Home Loans Econometric Model to attempt to test how the level of Household Sector 
vulnerability has changed since 2008 due to this improvement in the level of indebtedness. We did this by 
attempting to re-create an inflation and economic shock similar to that of 2008.  

It must be stated that this “shock” scenario is not what we expect to happen, but merely for the purpose of 
testing Household Sector vulnerability. 

In this Shock Model Scenario, we took oil prices back up to a brief high of $150/barrel late in 2017 (a far less likely 
event these days compared to 2008), assumed a major global food price inflation shock similar to that of 2008, 
and a Rand depreciation significantly more severe than in our actual FNB forecast. We also assume a significant 
global economic recession. 

In this hypothetical Shock Scenario, the modeled outcome is a GDP contraction of -2.1% in 2017, and a CPI 
inflation high of 10.5% in 2018, with Prime Interest Rate assumed to peak at 15.5% (same as in 2008) early in 
2018 as a result. This hypothetical scenario is all very similar to that of 2008/9. It produces a sharp -36.9% decline 
in the volume of bonded transactions by individuals (Natural Persons), and a -2.1% average house price deflation 
rate in 2018. 

It also, as should be expected, leads to a significant rise in the value of mortgages in arrears for longer than 3 
months to 5.7% of the value of total loans outstanding in 2018. However, should this hypothetical modeled event 
occur, this would represent a vastly better situation than that following the 2008/9 recession, where this non-
performing loans percentage for the mortgage industry peaked a higher 9.2% in 2010, according to NCR data.  

The modeled 2008-style shock situation thus points to the substantial lowering of household indebtedness 
relative to income levels as a key contributor to the stability in the Residential Mortgage Sector in recently 
tougher economic times. 

While a 2008-style oil-driven inflation and economic shock is not expected, the current economic environment 
remains weak, and if anything our FNB growth forecast risks do lie to “the downside”. Therefore, while the 
vulnerability of the Household and Residential Mortgage Sector to economic shocks has been greatly reduced 
since 2008, we believe that more is needed. And indeed, further healthy decline in the Debt-to-Disposable 
Income Ratio is forecast in the next few years, as credit growth looks set to remain “pedestrian”. 

  



FOCUS: LOWER HOUSHOLD INDEBTEDNESS CREATES SIGNIFICANTLY LESS VULNERABILITY 
COMPARED TO 2008  

HOW VULNERABLE IS THE RESIDENTIAL MORTGAGE MARKET TO ECONOMIC SHOCKS THESE DAYS? 

A key question often asked is how vulnerable is South Africa’s Housing Market, and thus its Residential Mortgage 
Market, to potential economic shocks, which could take place in various forms, including negative economic 
growth and employment shocks or rising inflation and interest rate shocks?  

To attempt to answer this question, we make use of the FNB Home Loans Econometric Model, a “top down” 
econometric model in which we can view how macroeconomic forecast simulations could impact on the 
Household Sector, and then on the Property and Mortgage Market. 

 

For this exercise, we firstly “super-impose” FNB’s “Core View”, or in other words the bank’s main macroeconomic 
forecast on the model. 

THE FNB MACRO FORECAST OVERVIEW 

The FNB Macroeconomic Forecast is one of “muted economic recovery” in 2017 and 2018. The view is that the 
global economy has shown some indications of mild turnaround, and that this means that the worst part of the 
global commodity price slump could be behind us.  

Indeed, we have seen some key Leading Business 
Cycle Indicators turning gradually for the “better”, 
with the Composite OECD + 6 Major Economies’ 
Leading Business Cycle Indicator’s year-on-year 
growth turning slightly positive in August, after 
almost 2 years of year-on-year decline. 

The IMF Metals Commodity Price Index, too, has 
seen some mild increase through much of 2016, 
after a massive broad decline all the way from 
2011. 

The broad scope of the FNB Home Loans “Top 
Down” Econometric Scenario Model

Macroeconomic  Model Forecast Scenario
Key Forecast Areas: GDP  Demand-Side Components;  Macro-Fiscal  Variables;  
Balance of Payments; Long Bond Yields;  Consumer Inflation; Rand

Household Sector Forecast Scenario
Key Forecast Areas: Disposable Income ; Employment and Wages;  
Indebtedness; Debt-Service  Costs

Key Assumptions
- Global  Econ. Growth;  Key Commodity Prices;  US Interest Rates;  US Dollar 
Index; Domestic Repo Rate;  Domestic Government Finance

Housing Market Forecast Scenario
Key Forecast Areas: House Prices; Transaction volumes;  Building Activity; 
Demand-Supply Market Balance; Yields

Mortgage Market  (Household) Forecast Scenario
Key Forecast Areas: Mortgage Lending;;Non-Performing Mortgage Loans;
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The global economy is thus expected to provide SA’s export-dependent economy with some mild additional 
support in 2017. The assumption doesn’t come without risks, given the extreme level of indebtedness in the 
global economy as a whole. 

Domestically, we assume some alleviation of drought conditions across South Africa, which would “normalize” 
Agriculture conditions to a degree and boost Agriculture GDP. 

In addition, we are of the opinion that the SARB (South African Reserve Bank) has finished with interest rate 
hiking for the time being, and that its policy Repo Rate is set to move sideways through 2017-2019 at the current 
level of 7% (Prime Lending Rate at 10.5%). A direction change from rising interest rates to sideways movement, 
too, is expected to be mildly positive for economic growth in 2017. 

The Rand forecast remains on the “weak side”, with ratings downgrades still believed to be on the cards, albeit 
not just yet. 

 

HOUSEHOLD SECTOR AND HOUSING MARKET MODEL PROJECTIONS 

For the Housing Market, despite some expected improvement in economic growth in 2017, the projection is for 
average house price inflation for 2017 to be slower than the 5.1% projected average for 2016, to the tune of 3%, 
accelerating only in 2018 to 4.7% on an annual average basis. 

Perhaps surprisingly to some is that, under the FNB “house view”, we don’t project a major increase in non-
performing loans for the Residential Mortgage Industry as a whole. We classify “non-performing loans” as those 
Household Sector mortgage loans that have been in arrears for 3 months or longer. According to NCR data, the 
value of such loans was 3.4% of the value of total household mortgage loans outstanding for 2015 as a whole. 
After a mild rise in this percentage in the 1st half of 2016, the percentage is projected to decline mildly once more, 
to average 3.3% for 2016 as a whole, and slightly further to 3.2% in 2017. This remains a far cry from the 9.2% 
high reached in 2010 in lagged response to the 2008/9 recession and interest rate “spike”. 

The key reasons for the very mild bad mortgage debt situation to date are, firstly, that interest rates have only 
risen by 2 percentage points in the most recent hiking phase (compared to 5 percentage points in the previous 
cycle), and secondly that this time around the SARB has hiked rates at the slowest pace in living memory. That 
slow pace of rate hiking has given households (and perhaps mortgage lenders too) a long time to prepare 
themselves financially for further rate hiking, and we believe that this is key to containing the rise in financial 
stress levels. Thirdly, interest rate levels remain relatively low, even after the hiking of recent years, so the 
Household Sector has not been “tested” to the extent that it was in 2008 when Prime Rate peaked at 15.5%.  

But finally, it is important to acknowledge the extent to which the Household Sector has lowered its vulnerability 
since 2008 by lowering its Debt-to-Disposable Income Ratio considerably. From an 87.8% high in the 1st quarter of 
2008, the Debt-to-Disposable Income Ratio has declined to 75.1% by the 2nd quarter of 2008. The Mortgage 
Lending Sector has played arguably the key role in this reduction through more conservative lending post-2008, 
translating into a major reduction in the Mortgage Debt-to-Disposable Income Ratio from 49.2% in the 1st quarter 
of 2008 to 34.7% by the 2nd quarter of 2016.  

This, together with the mild interest rate hiking cycle to date, has meant that the all-important Household Sector 
Debt-Service Ratio (The interest cost on all Household Sector Debt expressed as a percentage of Disposable 
Income) has only risen as far as 9.8% by the 2nd quarter of 2016 (from an 8.5% low in 2013), a far cry from the 
extreme highs of 13.9% in the 3rd quarter of 2008 and 13.4% in the 3rd quarter of 1998.. This ratio is arguably the 

FNB MACROECONOMIC FORECAST SUMMARY
2013 2014 2015 2016 2017 2018

Gross Domestic Product - % change 2.3% 1.6% 1.3% 0.2% 1.0% 1.6%

Consumer Price Index - % change 5.8% 6.1% 4.6% 6.3% 5.9% 5.3%

Prime Interest Rate (Annual Average) 8.5% 9.1% 9.4% 10.4% 10.5% 10.5%

US Dollar/Rand Exchange Rate (Annual Average - Rand per $) 9.65        10.84       12.75       14.80       15.00      15.70      

Forecast Period



key driver of mortgage market bad debt levels, hence the modest levels of non-performing mortgage loans to 
date in this interest rate cycle. 

The model forecast projects a further gradual decline in the Household Sector Debt-to-Disposable Income Ratio 
from a forecast average of 74.6% for 2016 as a whole to 73.1% in 2018. This, coupled with a forecast for no 
further interest rate hiking during the forecast period, sees the Debt-Service Ratio projected to decline slightly 
from a projected average of 9.7% for 2016 as a whole to 9.5% in 2018. This explains projections of a slight decline 
in the value of industry-wide mortgage arrears longer than 3 months, when expressed as a percentage of total 
loans outstanding. 

 

 

  

HOUSEHOLD SECTOR MODEL FORECAST SUMMARY

2013 2014 2015 2016 2017 2018

Household Debt (R'm) - % change 8.0% 5.4% 4.6% 3.9% 5.3% 6.0%

Nominal Disposable Income (R'm) - % change 7.9% 7.2% 6.3% 7.1% 6.7% 6.9%

Debt to Disposable Income (%) 79.5 78.1 76.9 74.6 73.7 73.1

Debt Service Ratio 8.6 9.0 9.3 9.7 9.6 9.5

Real Disposable Income (R'm at 2005 Prices) - % change 1.8% 1.3% 2.2% 0.8% 0.3% 0.8%

Mortgages > 90 days in arrears (Value) - % of total accounts 4.9% 4.0% 3.4% 3.3% 3.2% 3.0%

RESIDENTIAL MARKET MODEL FORECAST SUMMARY

2013 2014 2015 2016 2017 2018

FNB Average House Price - % change 5.9% 7.2% 6.5% 5.1% 3.0% 4.7%

FNB Average House Price - Real - % Change 0.1% 1.1% 1.8% -1.2% -2.9% -1.1%

Demand Rating  - % Change 2.8% 7.5% 3.2% -3.4% -4.7% 3.1%

Supply Rating  - % Change -1.9% -2.8% -2.5% -1.7% -0.8% 0.2%

Market Strength Index  - % Change 2.7% 5.8% 3.1% -1.0% -2.1% 1.5%

Gross Residential Yield 8.8% 8.8% 8.7% 8.7% 9.4% 9.8%

Number of Properties Purchased Cash - % Change 6.8% 5.3% 5.0% 4.5% 1.1% 2.3%

Number of Properties Purchased Bonded - % Change 3.3% 5.3% 0.3% -6.3% -2.0% 4.4%

Average Bond Value - % Change 9.5% 5.9% 5.1% 2.7% 1.0% 1.6%

Forecast Period

Forecast Period



NOW FOR A HYPOTHETICAL “STRESS TEST” SCENARIO - SIMULATING A 2008-STYLE SHOCK IN 2017 TO TEST 
HOUSEHOLD SECTOR VULNERABILITY 

Next, we attempt to answer the question as to how vulnerable the Household Mortgage Sector would be to a 
major economic shock? 

To do this, we model a rerun of the 2008/9 shock in 2017, in order to test the vulnerability of the Household 
Sector and the Housing Mortgage Market to such. 

It is important to emphasise that this shock simulation is NOT the FNB expectation of future events, but is 
merely a hypothetical scenario simulation done to test vulnerability. 

We don’t expect a 2008-style economic shock in our forecast period. The key reason is that one of the key drivers 
of that “crisis” was a massive oil price shock, enabled by a distinct lack of reserve energy production capacity at 
the time. After some years of major investment in oil and gas production capacity, reducing supply side 
constraints in the energy sector, the risk of an oil price spike of the 2008 magnitude is seen as significantly 
reduced. 

The sole purpose of such a model scenario is thus merely to see how mortgage debt would likely perform today 
under a similar magnitude of economic shock. 

KEY ASSUMPTIONS IN THE “STRESS TEST” SCENARIO 

The key assumptions to change in this hypothetical 2008-style scenario are fourfold 

1- A global oil price shock similar in magnitude to that of 2008, with Brent Crude spiking to an average of 
$125/barrel by the final quarter of 2017. The average at the peak of the 2008 spike was $121/barrel, 
which included a brief visit to above $150/barrel, and reflected year-on-year inflation of 75.7% in that 
quarter. 

2- A global food price inflation shock of similar magnitude to 2008. The IMF Global Food Price Index year-on-
year inflation rate peaked at 55.5% in the 2nd quarter of 2008. In the 4th quarter of 2017 we assume a 
similar inflation rate of 59.1%. 

3- A US -led global recession. In 2008 China did not experience recession with the rest, slowing only from 
14.2% growth in 2007 to a still-respectable 9.2% in 2009. But this time around its more highly-indebted 
economy appears significantly more fragile. For this scenario, US Real GDP growth is assumed to go to a 
negative -1.5% in 2017, not as severe as the -2.8% decline in 2009, while China is assumed to slow to 3% 
in 2017, which is significantly weaker than its growth rate “low” in 2009. 

4- We also assume considerably worse performance of the Rand in this shock scenario, compared to the FNB 
forecast scenario. Our average USDZAR forecast average for 2017 and 2018 is 15.00 and 15.70 
respectively. In the “stress” scenario we take is to ZAR19.84 for 2017, before some comeback to ZAR18.08 
in 2018. The reasoning behind this is the typical Emerging Market concerns that arise in times of global 
economic weakness. There was a significant Rand weakening in 2008 too. 
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STRESS SCENARIO SIMULATION MACROENOMIC SUMMARY 

The key macroeconomic projections emanating from the 2008-style “Stress” Scenario model assumptions are: 

 SA experiences a GDP contraction of -2.1% in 2017, a bit deeper than the -1.5% contraction of 2009. 

 CPI inflation is hard hit by the dual oil and global food price shock, and peaks at an annual average of 
10.5% in 2018, a little more severe than the 9.9% average for 2008. 

 As a result of the inflation surge, we take interest rates higher to where Prime Rate peaks at 15.5% in the 
1st quarter of 2018, although its peak is short-lived, with cutting coming quickly on the back of 
recessionary conditions and oil and food prices starting to decline once more. Prime Rate averages 13.6% 
in 2018 in this model scenario. 

 The shock scenario also turns out worse than 2008 in terms of the effective interest rate peak. The 
effective interest rate refers to the average interest rate on all household debt. This rate peaks at an 
average of 16.2% in 2018, compared to its high of 15.7% in 2008. The reason for this slightly higher peak 
is that the pricing on household debt has changed significantly since 2008. Firstly, a greater portion of the 
total debt is shorter term non-mortgage debt which is priced higher than mortgage debt. In addition, the 
average rate on mortgage lending has shifted substantially from around Prime minus 1.5 in 2007 to near 
Prime plus 0.5 in recent years. 

 

 

KEY DOMESTIC MACRO PROJECTIONS - 2008-STYLE "STRESS" SCENARIO

2013 2014 2015 2016 2017 2018 2019

Global Economy

US GDP - % change 1.7% 2.4% 2.6% 1.4% -1.5% -0.2% 2.1%

China GDP - % change 7.7% 7.3% 6.9% 5.7% 3.0% 4.5% 5.0%

Global Food Prices - % change 0.7% -4.1% -17.1% 2.5% 34.3% 5.2% -3.6%

Oil Price (Brent) - $/Barrell 108.8 99.2 52.5 44.4 88.8 90.0 53.0

Forecast Period

KEY DOMESTIC MACROECONOMIC PROJECTIONS - 2008-STYLE "STRESS" SCENARIO

2013 2014 2015 2016 2017 2018 2019

Gross Domestic Product - % change 2.3% 1.6% 1.3% -0.1% -2.1% 0.6% 0.5%

Consumer Price Index (2005=100) - % change 5.8% 6.1% 4.6% 6.5% 7.9% 10.5% 2.7%

Prime Interest Rate (Annual Average) 8.5 9.1 9.4 10.5 12.6 13.6 10.5

Effective Interest Rate on Household Debt (Annual Average) 10.8 11.6 12.1 13.1 15.2 16.2 13.0

US Dollar/Rand Exchange Rate (Annual Average - Rand per $) 9.65       10.84     12.75     14.86     19.84     18.08     17.29      

Forecast Period
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STRESS SCENARIO SIMULATION HOUSEHOLD SECTOR AND HOUSING MARKET SUMMARY 

The key Household Sector projections emanating from the 2008-style “Stress” Scenario model assumptions are: 

 Nominal Household Disposable Income growth slows to 5.2% in 2017 in this scenario, compared with a 
low of 5.5% in 2009. Real Disposable Income dips by -2.7% in 2017, slightly worse than -2.1% in 2009. 

 The 2008-style Stress Scenario in 2017 therefore turns out slightly worse than 2008/9 itself in terms of the 
Real Disposable Income dip, as well as the inflation and effective household interest rate peak. 

 But despite all of the above, under this stress scenario, Mortgages in arrears for longer than 90 days, 
which we term “non-performing loans” are projected to peak at 5.7% of the total value of Household 
Sector Debt outstanding, in 2018. While this would represent a significant deterioration from where the 
percentage currently is at just above 3%. However, it would compare favourably with the painful 9.2% 
high of 2010. 

 The key reason why our “stress test” shows a significantly lower non-performing loan percentage under a 
similar scenario to 2008/9 is the significant drop in the Household Sector Debt-to-Disposable Income 
Ratio since 2008. This means that, despite an even higher effective interest rate on household debt in the 
2017 shock simulation, the Debt-Service Ratio would peak at 11.3% in 2017, which is noticeably lower 
than the 13.4% high of 2008. Lowering the Household Debt-to-Disposable Income Ratio has been crucial 
in lowering vulnerability, and the worse the economic scenario, the more rapidly this Debt-to-Disposable 
Income Ratio is projected to decline further, as households would be likely to become ever more cautious 
borrowers in tougher economic times . 
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CONCLUSION 

The aim of the alternative model simulation, recreating a recession, inflation and interest rate shock similar to 
that around 2008/9, was not to forecast, but to test the level of Household Mortgage Sector vulnerability to such 
economic shocks these days. 

This level of vulnerability has been significantly reduced since 2008/9 as a result of a significant lowering in the 
level of household indebtedness relative to disposable income, as well as the mortgage indebtedness component 
relative to disposable income. 

This in part explains the still relatively low levels of bad debt in the mortgage market today, along with the fact 
that the SARB’s interest rate hiking to date has been very slow, allowing for ample time to prepare financially for 
rate hikes, as well as having been limited in magnitude to date. 

  

HOUSEHOLD SECTOR SUMMARY PROJECTIONS - 2008-STYLE "STRESS" SCENARIO

2013 2014 2015 2016 2017 2018 2019

Household Debt (R'm) - % change 8.0% 5.4% 4.6% 3.9% 5.1% -1.6% -0.2%

Nominal Disposable Income (R'm) - % change 7.9% 7.2% 6.3% 6.9% 5.2% 8.4% 5.0%

Debt to Disposable Income (%) 79.5 78.1 76.9 74.7 74.6 67.9 64.3

Debt Service Ratio 8.6 9.0 9.3 9.8 11.3 11.0 8.4

Real Disposable Income (R'm at 2005 Prices) - % change 1.8% 1.3% 2.2% 0.6% -2.7% -1.9% 1.6%

NCR Mortgage Defaults >90 days in arrears (Value) 4.9% 4.0% 3.4% 3.3% 3.6% 5.7% 4.7%

RESIDENTIAL MARKET SUMMARY PROJECTIONS - 2008-STYLE "STRESS" SCENARIO

2013 2014 2015 2016 2017 2018 2019

FNB Average House Price - % change 5.9% 7.2% 6.5% 5.1% 1.5% -2.1% 2.5%

FNB Average House Price - Real - % Change 0.1% 1.1% 1.8% -1.2% -5.9% -11.5% -0.2%

Demand Rating  - % Change 2.8% 7.5% 3.2% -3.5% -6.9% -2.7% 7.6%

Supply Rating  - % Change -1.9% -2.8% -2.5% -1.7% -0.8% 0.3% -0.1%

Market Strength Index  - % Change 2.7% 5.8% 3.1% -1.0% -3.3% -1.5% 3.9%

Gross Residential Yield 8.8% 8.8% 8.7% 8.7% 9.7% 11.0% 11.6%

Number of Properties Purchased Cash - % Change 6.8% 5.3% 5.0% 3.6% -2.4% 6.6% 2.0%

Number of Properties Purchased Bonded - % Change 3.3% 5.3% 0.3% -10.0% -36.9% -8.8% 17.9%

Average Bond Value - % Change 9.5% 5.9% 5.1% 3.3% 7.8% 10.2% 5.6%

Forecast Period

Forecast Period



MORTGAGE MARKET CONDITIONS – A WEAKENING ENVIRONMENT 

NEW LENDING GROWTH 

 Growth in New Loans Granted vs the FNB Residential Market Activity Rating 

In recent quarters, growth in the value of new 
mortgage lending has resumed its slowing. From 
+9.3% year-on-year growth in the final quarter 
of 2015, NCR (National Credit Regulator) data 
for the value of New Mortgage Loans Granted 
to Households saw growth slowing to a negative 
rate (decline) of -1.17% in the 2nd quarter of 
2016. 

The smoothed FNB Estate Agent Survey Activity 
Rating is usually a good leading indicator for 
new mortgage lending, and with its year-on-
year rate of decline picking up further speed in 
the 3rd quarter of 2016, it points to further near 
term decline in new mortgage lending to households. 

 Deeds data for bonded property transaction by individuals (“Natural Persons”)  

Deeds data regarding Bonded Transactions 
registered by individuals (“Natural Persons”) 
also pointed to weakness, with a year-on-year 
decline of -4% in value in the 2nd quarter of 
2016, and by -5.8% in volume in the same 
quarter. The value of transactions’ growth rate 
has gradually tapered all the way from +20.9% 
positive year-on-year growth in the 3rd quarter 
of 2013, just prior to the start of interest rate 
hiking early in 2014. 

 

 

 

 Deeds data for bonded property transaction by individuals (“Natural Persons”)  

As household finances have gradually become 
more constrained by interest rate hiking since 
2014, and with income growth having slowed 
with a slowing economy, so we have seen a 
broad slowdown in the rate of growth in the 
average value of bonded property transactions. 

From a high of +12.4% year-on-year growth in 
the 3 months to February 2013, the rate of 
increase in the average value of bonded 
transactions by individuals has broadly slowed 
to 4.8% year-on-year by the 3rd quarter of 2016. 
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 Ooba data for average bond amount  

Oobarometer data (Source: Ooba), too, has 
shown some tapering in growth in the average 
value of bond amounts through its own 
business, from 9.9% year-on-year in the 3 
months to November 2015 to 5.4% in the 3 
months to September 2016. 

The recent rate of growth is significantly down 
from a post-recession high of 11.3% year-on-
year for the 3 months to August 2013. 

 

 

 

 

THE BONDED TO UNBONDED TRANSACTIONS MIX 

 Deeds data for bonded property transaction by individuals (“Natural Persons”)  

One of the 1st signs of the impact of the big 
interest rate cuts around 2008/9 wearing 
thinner was to be found in a trend change in the 
Bonded-Un-bonded Transactions Ratio for 
Individual property buyers. This ratio increased 
significantly from late-2009 to early-2012 as 
bonded transactions outpaced un-bonded 
transactions on the back of interest rates having 
fallen sharply. But after rate cutting had come 
to an end, and then rates started to increase 
from early-2014, the Ratio of Bonded-to-
Unbonded transactions (Value of Transactions) 
broadly declined from a 2.62 high in the 3 
months to January 2012 to 1.74 by the 3rd 
quarter of 2016. 

MORTGAGE LENDERS’ BROAD LENDING STANCE 

 Mortgage loan decline rates mildly up, according to Ooba data  

There appears to have been a trend change in 
rates of declined home loan applications since 
around mid-2015, following a lengthy broad 
declining trend from around 2010 to early-2015, 
to one of an increasing ratio of applications 
declined. 

From a post-recession low of 41.6% for the 3 
months to July 2015, the percentage of home 
loan applications declined by all banks has risen 
to 48% for the 3 months to September 2016. 
Simultaneously, the percentage of home loan  
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applications declined by one bank but approved 
by another has declined over the same period. 

This has translated into a decline in the so-called 
Effective Approval Rate on mortgage loan 
applications, from a multi-year high of 71.9% for 
the 3 months to July 2015 to 66.4% for the 3 
months to September 2016.  

The declining approval rate may have less to do 
with any deliberate credit criteria tightening by 
banks as a group, and more to do with 
deteriorating consumer financial strength as the 
economy stagnates. This could imply a financial 
weaker applicant on average of late. 

 

 Trends in average deposit size/loan-to-purchase price (LTP) ratios  

While the month-to-month average deposit 
value, expressed as a percentage of average 
home value, is volatile, the 12-month moving 
average percentage on the Ooba data shows a 
noticeable increase. From 14.23% of the value 
of the average loan for the 12 months to May 
2015, the average deposit percentage rose to 
16.2% for the 12 months to September 2016. 

 

 

 

 

 

 Estimated average Loan-to-Purchase Price (LTP) Ratio  

Using Deeds data in order to estimate our own 
average Loan-to-Purchase Price (LTP) Ratio, the 
data also implies that there should have been 
some gradual increase in the average deposit 
percentage in recent times.  

From an estimated 89.5% for the 3 months to 
November 2015, the average LTP has receded 
to 88.78% for the 3 months to September 2016. 
This percentage is down on the multi-year high 
of 90.27% back in July 2012 

 

 

 

 

13.1%

23.7%

19.4%

15.1%

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

Jul-07 Jul-08 Jul-09 Jul-10 Jul-11 Jul-12 Jul-13 Jul-14 Jul-15 Jul-16

Oobarometer Average Deposit 

Average Deposit - % of Purchase Price - 3-month moving average

12-month moving average

94.58%

85.58%

90.27%

88.78%

80%

82%

84%

86%

88%

90%

92%

94%

96%

98%

100%

2000 2002 2004 2006 2008 2010 2012 2014 2016

Average Loan to Purchase Price (LTP)
- % - Using Deeds Data

Average Loan to Purchase Price - % - Using Deeds Data 3-month moving average

77.9%

57.3%
60.8%

71.9%

66.4%

20.0%

30.0%

40.0%

50.0%

60.0%

70.0%

80.0%

90.0%

Jul-07 Jul-08 Jul-09 Jul-10 Jul-11 Jul-12 Jul-13 Jul-14 Jul-15 Jul-16

Oobarometer Effective Approval Rate

Effective Approval Rate - 3-month moving average - %

Trend change???



 Estimated number of loans by Loan-to-Purchase Price (LTP) Ratio bands 

Examining LTP percentage bands, there is no 
strong direction of late. We have seen a mild 
decline in the percentage of loans that fall into 
the 100-104% LTP range, from a multi-year high 
of 40.15% of total loans to individuals in the 
final quarter of 2015 to 38.11% in the 3rd 
quarter of 2016 (although this percentage is 
very slightly higher than the previous quarter). 

However, the 105-109% LTP range saw a slight 
increase over the same period, from 3% to 
4.23% of total loans 

The 80-89% and 70-79% LTP ranges have been 
almost stable since late-2015, while the LTP 
ranges lower than 70% are very slightly up in 
their share of total loans, compared with the end of 2015 levels 

MORTGAGE MARKET PRICING 

 Ooba data shows very slight recent pricing “squeeze”, but not significant 

In recent months, Ooba data has just started to 
point to a slight renewed decline in the average 
differential from Prime Rate on new home 
loans. From a high of +0.49 of a percentage 
point above Prime Rate (Prime currently 10.5%) 
for the 3 months to July 2016, the average 
differential has declined slightly to +0.41 of a 
percentage point above Prime for the 3 months 
to September 2016. This comes after a prior 
increase in the differential between November 
2015 and July 2016. Pricing squeezes can point 
to competitiveness among mortgage lenders 
heating up, but it would be too early to draw 
such conclusions at this stage. 

 

 Bonded Home Affordability 

Using Deeds data for bonded property 
registrations by individuals (Natural Persons), 
we calculate the affordability on the average 
priced bonded property in terms of Bond 
Instalment Value on the Average Priced Bonded 
Property at Prime Rate/Per Capita Disposable 
Income Ratio Index.. 

Due to a combination of 200 basis points’ worth 
of interest rate hikes from January 2014 to 
March 2016, along with house price growth 
outpacing Per Capita Disposable Income growth 
over much of the period, the Instalment/Per 
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Capita Disposable Income Ratio Index rose by a cumulative 17.1% from the 3rd quarter of 2012 to the 2nd quarter 
of 2016. The 2nd quarter of 2016 showed a slight further increase on the 1st quarter. 

MORTGAGE MARKET PRICING 

 Further loans and Switching levels don’t show much sign of rising mortgage lender drives to boost sales in a 
flagging market 

One risk to market profitability can stem from 
certain lenders attempting to boost sales 
through mortgage loan switching and further 
loans, when the “natural growth” in the market 
starts to fade. 

To date, however, we see little sign of this. 

Further loan registration volume was 19.2% of 
total mortgage loans registered by individuals 
for the 3 months to September 2016, according 
to our deeds data estimates, down from 23.4% 
for the 3 months to January 2016. The 
percentage is far below estimates above 30% 
around 2012.  

Switched loans, expressed as a percentage of 
total loans registered, also remain relatively 
moderate compared to pre-2008 boom times. 
For the 3 months to September 2016, the 
estimated volume of switched loans was 7.8% of 
total registered loans, down from a 10.1% 2016 
high for the 3 months to May, and far below the 
early-2008 “end-of-boom-time” high of 15.4% 

 

 

 

 

 

 Home Loan Cancellation Risk recedes in financially constrained housing market 

Over-exuberance in the market can lead to a 
higher frequency of home buying and re-selling, 
which can be costly for mortgage lenders due to 
the cost of putting new home loans on the 
books each time. We refer to this as “home loan 
cancellation risk” 

Monitoring for any signs of speculative activity 
or “over-exuberant” behavior in the market, we 
find that a good indicator to watch is the 
frequency of repeat sales transactions on 
homes. To this effect, we compile estimates of 
the number of homes being sold in a given 
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month that were bought within 12 months or less prior to this sale, expressed as a percentage of total 
transactions in that month. We repeat the exercise for properties having been purchased 24 months prior to the 
sale, 36 months prior as well as 48 months prior. 

At 3.53% of total sales as at September, homes that were purchased within less than 12 months of the recent sale 
remained very low compared to pre-2008 boom time levels peaking at almost 14% at a stage of 2005. 

The 24, 36 and 48 month series, too, remain low by pre-2008 boom levels, and have even showed some slight 
decline in recent months  

 Financial stress in the mortgage market remains limited despite early-2016 rise 

NCR data did show some mild increase in total 
mortgage arrears, expressed as a percentage of 
total household mortgage loans outstanding. 
The value of mortgage arrears reached 9.4% of 
the total value of mortgage accounts in the 2nd 
quarter of 2016, up from a multi-year low of 
8.2% in the final quarter of 2015. 

However, despite the rise in the percentage, it 
remains moderate compared to the 16% peak of 
early-2009.  

 

 

 Total Mortgages outstanding see value growth starting to slow, and continued decline in real terms 

In the 3rd quarter of 2016, we saw further 
slowing in nominal year-on-year growth in the 
value of Household Sector Mortgage Debt 
Outstanding, from 4.5% in the 1st quarter of this 
year to 3.7%. 

In real terms, adjusted for consumer price 
inflation (as per the PCE Deflator), year-on-year 
decline continued in the 2nd quarter of 2016 to 
the tune of -1.4%. 

Since the peak in the 1st quarter of 2008, the 
real value of Household Sector Mortgage Debt 
has declined by -17.7% as at the 2nd quarter of 
this year 

 And the Mortgage Debt-to-Disposable Income Ratio continues the declining trend 

In the 2nd quarter of 2016, the Household 
Mortgage Debt-to-Disposable Income Ratio 
continued its multi-year declining trend, to 
34.7%, now well-down on the 49.2% peak in 
early-2008. This has greatly contributed to a 
decline in the overall Household Debt-to-
Disposable Income Ratio, from 87.8% to 75.1% 
over the same period.  
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